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ABSTRAC.

There are two aspects to the problem ¢xamined in the study. The first
concerns high youth unemployment rates; the second black/white differences
in unemployment and earnings. A basic premise of this study is that lack
ol job scarch information to youth entering the labor market, especially
black youth,increases youth unemployment, and contributes to black/white
ditferences in earnings, unemployment, and mobility. To examine this
premise this study developed a simultaneous-equation model of job search.

In <eeping with the concept of job search as an investment in human
capital, the endogenous variables of the model are the cost of search,
the supply wage rate, thellength of search, and the expected duration of
work on the next job. Search cost includes travel costs by distance and
mode, ovpportunity costs for those involuntarily unemploved, and moving
and other expected search costs. The explanatory variabtes fit into

four categories: (1) economic variables, such as current Income per week,

real and financial assets, other family income, and the hourly pay rate

for the last job and weeks worked on the last job; (2) attitudinal indexes

of interview anxiety; achievement values, and financial risk; .and (3)

behavioral variables unique to job search such as the average number of

personal contacts per week and the method or searcir technique used and

(4) demographic datum like age and education.

Tr : model contained four equations and twenty-four variables. To test
the model survey data of 150 white and 150 black, young, urban, unemployed
men were cotlected from field offices of the Indlana Employment Sccurity
Diviston in Iudianapolis during November, 1971. The main method of

analysis involved a two-stage regression estimation of the coefficients

Y,



and parameters of the job scavch model. In addition, cost/benefit
analysis uf {avestment In job search was carried out using solution
values to the statistical model.

Kesults showed black youth to have lower weekly search costs than
whites; however, because black youth averaged longer search periods, their
total search costs exceeded that of whites. Further results support

varlier rescarch that the supply wage declines as search length increases.
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INTRODUCT1ON

This study {: an analysis of the jub search behavior of youny men,
The main yoal is to e¢xamine how job search differences between white
and black youth contribute to differences between these groups in earn-
inps, unemployment duration, and unemployment frequency.

The Problem

The =main problem to be examined in this study is high youth
unemployment. This category in turn is divided into white unemployment
and black unemployment, each of which show varying characteristics. A
second area of coacern which is possibly related to high youth unemploy-
ment is racial wage diiferences.

The high rate of youth unemployment, as compared with overall
adult unemployment in the United States, and its attendant racial
differentiation, have been a rather constant phenomenon for the last
twenty-five years. For example, consider the entties in TABLE 1.11
which compare unemployment rates for selected years.

This study 18 concerned wifh the job search behavior of young
men aged 18 to 21 years. Hence the entries in TABLE 1.1 compare male
adult to male youth unemployment rates and divide the latter category
into white and black youth. ©Notice that the youth unemployment rate
is about two to three times the comparable adult entries. For older
youth who are 20 and 21 years, it is likely that their unemployment
rate exceeds the available data shown in TABLE 1.1 on the rates for
youth 20 to 24 years. That is, men aged 20 and 21 years, because they
are still young, probably have unemplo&ment rates somewhat between the
rates for those aged 18 and 19 years and those aged 20 to 24 years.

Within the youth category, black youth aged 18 and 19 have consisLéntly



agreater unemployment rates than comparable white youth. For oider youth,
the relative difference between races in unemployment rates is less
gevere than for tecnagers, yet older white youth average about 57 percent

the unemployment rates of older black youth,

TABLE 1.1 COMPARATIVE UNEMPLOYMENT RATES

YEAR ADULT MALES YOUTH MALES WHITE MALE YOUTHS  BLACK MALE YOUTHS
Age Age Age Age Age Ape Ape

16 & Over 18 & 19 20 to 24 18 & 19 20 to 24 13 & 1Y 20 to 24
1948 3.6 9.6 6.9 9.4 6.4 10.5 11.7
1954 5.3 13.2 10.7 13.0 9.8 14.7 16.9
1960 5.4 15.0 8.9 13.5 8.3 25.1 13.1
1966 3.2 10.2 4.6 8.9 4.l 20.5 7.9
1971 5.3 15.0 10.3 13.5 9.4 26.0 16.2

Scurce: 1972 Manpower Report of the Pr-:ident, United States Department
of Labor, Superintendent of Dc iunents, U. S. Printing Office,
Tahles A-15 and A-16,pages !~ ind 178, respectively.

A second problem involves racial earnings differentials. Mean
earnings of blacks in the United States are at present about 65 percent
of those of whites.? Earnings may be defined as the product of time worked
and the pay per time unit. Thus part of the black-white earnings
differential is due to racial unemployment differences, or differences
in time worked. Yet, the greater part of the racial earnings disparity
is attributable to differences in wage rates, due partly to the con-
centration of blacks in low-income occupations, such as service
categories.3

A variety of rcvasons have been suggested for the problems of youth

unemployment and racial unemployment and wage differentials. These




reasons include: (a) tack of training and job experience by youth.a
(b) detertorating demand for so-called entry jobs usually held by in-
experienced youth and/or unskilled blacks, (c) minimum vage laws,d
(d) statutory discriminatifon against hiring youth by government aguncies,6
(e) de tacto discrimination by union-management hiring,i (f) the rise in
the vrelative supply of youth during the 1960'5,8 (p) « dual labor market
demand for whites and blacks,9 and (h) fdaccors unique to young people,
such as high scasonal particlpation rates and uncertainties created by
the military draft.

Another characteristic of the youth laboc market is high mobility
rates between jobs, between occupations, and into and out of the labor

furce.lo

This high mobility is no doubt closely correlated vith bkigh
youth unemployment measures and probably involves many of the same reasons.
We may summarize youth labor markets as exhibiting high mobility and
bhigh unemployment, with racial differences in youth unemployment. In
addition, there may be racial differences in wages between black and
white youth. A basic premise of this study is that these phenomena, and
their causes are interrelated and that differences in job search behavior
is a common bond or link contributing to each phenomenon. The notion
that job search behavior is the keystone is strongly implied by observed
national data. Consider TABLE 1.2.
The entries show the unemployment rates by reason for being unem-
ployed. The only youth data available are for both sexes, aged 16 to
19 years. In TABLE 1.1, the disparity between youth and adult unemploy-
ment rates {s appurent. Yet the data of TABLE 1.7 suggest why youth
have such high unemployment rates. The information indicates clearly

that high youth unemployment stems mainly from the hunt for the first



job or Ltor a new job after a period of non-labor force participation.
The yedars 1968 Lo 1971 were not unique. The sume tendency tor the major
proportions of unemployed youth to be new entrants or re-entrants was

observed in the period 1964 :o 1966.1‘

O
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TABLE 1.2 UNEMPLOYMENT RATES, BY REASON FOR
UNEMPLOYMENT: ANNUAL AVERAGES 1968-1971

Total Left Last Lost Last New

1968 Unemployed Job Job Re-Entrant Entrant

Total 3.6 .5 1.3 1.2 .5

16 to 19 yrs.

(both sexes) 12.7 1.5 1.9 4.2 5.0
1969

Total 3.5 .5 1.2 1.2 .5

16 to 19 yrs.

(both sexes) 12.2 1.5 1.8 4,2 4.8
1970

Total 4.9 .7 2.2 1.5 .6

- 16 to 19 yrs. _

(both sexes) 15.3 1.7 2.8 5.2 5.5
1971

Total 5.9 i 2.7 1.7 i

16 to 19 yrs.

(both sexes) 10.9 1.6 . 3.1 5.5 6.7

Source: 1972 Manpower Report of the President, United States Department
of Labor, Superintendent of Documents, U. S. Printing Office,
Table A-21, pp. 182-184.




“he question arises as Lo whetner youth gearch for jobs more fre-
que.ntly, or average longer perlods of unemployment durutiun per sear-h,
than adults. National data show tiat youth unemployment duration is no
greater than the adult rate. Thus it is the frequency of search that
ieads to high measures for youth unempioyment.

Within youth labov markets, if unemployment durations or turnover
rates differed by race, then we might infer that these differences cause
racial unemployment differences. Indeed, a recent study by Smith and
Holt does just that for prime age-groups.12 National data show the
frequency of search, nrot the length per search, to cause higher black
unemployment. Unfortunately, the authors leave several questions un-
answered. Why do blacks quit jobs more frequently? Does each group
incur the same monetary returns from search net of search costs?

The literature is unclear also on the main cause of high black
teenage unemployment rates. But, explairning thesr rates may aid us in
understanding both high youth unemployment and black/white unemployment

rate differences. Given that the occasion and frequency of job hunting

.are interrelated ~ith high youth unemr »Lyment, what are the problems

encountered by youth in seeking work? 1s the same job information
available to both groups. Do skill shortages explain search frequency?
To begin understanding racial unemploymen® differences, we need
information on comparative skills, risk attituae, family background, job
histories, motivation, roservation wages, and job search techniques of
both white and black youth. This study proposes to partially fili the
existing void in this area by using survey data on job-seeking youth.

Main Objective of Study

Specifically, this study seeks to develop and test empirically a



model of jeb search behavior for non-student black and white youth aged
18 through 21. This model provides a test of the two main hypotheses of
the study: (1) For urban youth, job search behavior differs along
racial lines; and (2) This differential behavior contributes to observed
differences between white and black youth in earnings, unemployment, and
job mobility. Previous studies have established that for young workers
search methods differ by race and may contribute to unemployment
differences.13 The present study is unique in that it develops an econo-
metric framework which joins suggestions of previous empirical studies
with recent theoretical job search studies. The model is then tested
using survey data collected especially for this s&udy.

Nature of the Data

The present study is based on the job-seeking behavior of black and
white urban male.youths aged 18 to 21 whose education in years of school
completed is between & and 12, who at the time the survey was undertaken
were unemployed and currently seeking full-time work in the Indianapolfs
labor mgrket. A questionnaire was administered concurrently to a random
sample of 151 white and 149 black male youth falling in the above
categories who entered the field offices of the Indiana Employment
Security Division in Indianapolis between October 22 and December 10,
1971. Data on labor market his;ories, skill training, socio-psychological
indexes, demographic measures, and job search variables were collected
by means of personal interviews. While participation in the study was
strictly voluntary, it was agreed before the interview that each client
would receive $5.00 cash upon completion of the interview. This was
done to ellcit his cooperation.

1n addition to the questionnaire, a second instrument was used to

check for consistency in job hiééories, age, and education. With the



permission of the client, a copy was made of the file kept on each client
by the Indiana Employment Security Division. Copies of both instruments
are given in the Appendix.

‘General Job Search Model

Job search behavior refers to the methods by which pecple seek
employment. In this study, search data are analyzed by econometric
models designed to describe job search behavior. Interactions between
the variables specified in the model of job search reveal the underlying
nature ogljob search behavior. As mentioned earlier, the model used
here is an application of theoretical studies of job search designed to
include variables such as those 1isted above. On pi.ge1Q, the operational
model of this study conceives of job search as an investment in human
capital in which the searcher attempts to maximize the present value of
a discounted flow of earﬁings from a new job, net of its acquisition or
search costs.14 In a later chapter, the ideas underlying construction
of the model are examined in detail. At present, a general diagram of
the search model will further understanding of the direction of the study.
Schematically, the model can be shown as a flow diagram in which the
direction of causality runs from left to right.

We assume the exogenous variables to be the treatment or given
factors which affect the endogenous terms. For most of our discussion,
we will assume the exogenous terms to be independent df one another,
with the excéption of our treatment of the rare variable. As explained
in.a later chapter, we allow for interaétion bétween the variabie raée,
and other exogenous terms. Regarding ghe endogenous variables, as in
. all simultaneoﬁs-equation models, we allow feedbacks, cr allow these

variables to affect one another. In a later chapter, we present the



formal rules for combining the endogenous and predetermined variables
into an ecconometric model. Then using survey data, solution values for
the endogenous variables are derived. Fiﬁally, we compuﬁe a wealth
term, using a simple algorithm for computing the present value of a

future flow of earnings for the individual's investment in job search.



A.

Figure I JOB SEARCH MCDEL

Predetermined Or
Exogenous Variables

B. Endogenous Variables

Demographic Datum

4Lge, Education, Marital
Status, Skill Training,
Race

Economic Variables

Nonwork Income, Real
and Financial Assets,
Other Family Income,
Hourly Pay of Last
Job, Weeks Worked
Last Job, Etc.

Attitudinal Indexes

Risk Attitude,
Interview Anxiety,
Achievement Values

Search Variables

Method of Search
Fersonai Contacts Per
week, Etc.

Aspired Wage Rate

Cost of Search Per

Week, Length of Search
In Weeks, Expected Weeks
on New Job

10

C. Target
Variable

—
{Wealth
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The model presented in Figure I is derived from theoreticai and
empirical job search studies. The theoretical literature has sought to
explain aggregate unemployment rates or wége inflation rates in terms
of various assumptions about interactions between the endogenous variables
and the wealth measure At the same time, a growing body of empirical
work has sought to exp.ain the way in whic. the predetermined variables
affect one another or, in some cases, how they affect the endogenous
variables. For example, Sheppar<d and Belitsky sought to‘explain search
method and search length in terms of attitudinal measures.l> In the
present study, we assume that individuals select jobs rationally, i.e.,
as if tney weigh the interrelationships between the endogenous variables
of the model. Because age, education, job information, or psychological
state also may affect what job is ultimately chosen, we consider these
exogenous variables as treatments, or as given. In this study, the ctffect

of the treatment, race, on differential job search behavior is our
special consideration. We seek answers to the following questions:

1. Do young black men make the same absolute and relative
monetary investments in job search as do young white men?

2. Do differences in search cost between races explain differ-
ences in length of job search?

3. Do wage aspirations for young men decline with the duration
of unemployment? Can racial differences in the rate of
decline be distinguished?

4. Does attitude toward risk explain job search behavior of
young men?

5. Does search method differ by race?

6. Is the method of search used indicative of differences
in search cost, or search length.

7. Do young men approach job search in the manner assumed by
virtually all theoretical job search writers; that is, do
young men. collect several job offers, i.e., do people weigh
alternatives before selecting the best?-
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We shall return to these issues in subsequent chapters,

Structure of Study

The method used in this study is econometric analyéis of a
theoretical job search model. Continuity with past discussions of these
issues requires a review of the literature, and this is contained in
Chapter 1II. Chapter III uses the literature review to develop and
present a general simultaneous-equation mode! of job search behavior,
On.e the model is specified, the hypotheses of this study are tested
statistically and the results are presented in Chapter Iv. A two-stage
least-squares regression procedure is used to estimate the regression
coefficients in the simulfaneous-equation model. Also, ir Chapter 1V,
wealth values are compared by race, using the solution values for the
endogenous variables of the simultaneous-equation model., Finally,
Chapter V presents the conclusions, possible policy implications, and
future research suggestions that emerge from this study. A number of
ﬁables, which further describe tﬁe Indianapolis sample used in this

study, are given in the Appendices,
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CHAPTER II

JOB SEARCH LITERATURE: AN EMPIRICAL AND A THEORETICAL REVIEW

Models of job search behavior that attempt to explain differences in
earnings or unemployment have largely come into being during the 1960's
with the convergence of three channels of economic thought accounting
for their emergence. Axel Leijonhufud affirmed and extended the macro-

economic theory of the Keynesian revolution! 2

; studies by Alice Kidder
and Melvin Lurie and Elton Rayack3 showed training not to h2 a panacea
for removing racial wage and employment disparities; and George Stigler
extended the application of capital theory to labor markets by coﬁsider—
ing another cause for inc me diff‘erentials4

Inheren: in all fhese endeavors was a concern for the implications
of limited labor market information. Leijonhufud was concerned with
the likelihood of persistent unemployment disequilibrium. Due to the
absence of Walras' auctioneer, the economy gropes toward a labor market
clearing, using imperfect wage and price informatidn. Since market
adjustments take time, frictional imbalances are created which have
cumulative effects such that job vacancies and unemployed job seekers
can co-exist. Differences in unemployment duration can thus be explained
in terms of privileged job seekers, i.e. those with Setter information,
~ who require less time to find jobs, other things being equal.

The second channel of economic thought had its historic antecedents
in the labor mobility studies conducted over the last four decades.
These studies stressed the critical role that job search played in the
labor market. How one found a job and what difference occupational
category, skill level and education made}regarding the Best job-finding

method were the types of issues examined. For the most part, these early
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labor mobility studies were concerned with prime-age labor market groups,
not gpecifically youth. It wae not until 1966 that black/white job
search comparisons were made, and then the comparisons were not on youth.
No:.etheless, they suggested interactions between lahor market information
differences and wage and unemployment differences.

The third channel, initiated by George Stigler, developed a number
of theoretical moudels suggesting wage and unemployment differences as
due to differences in job search behavior. TFor example, Stigler suggested
the variance of the wage distribution as a measure of ignorance of labor
market information: the greater the dispersion, the greater the potential
gain from job search. Job offers, in wage level and job duration, were
to be weighed against the cost of search. These points are elaborated
upon later.

The purpose of this chapter 15 to examine the existing literature
on job search in order to draw behavioral implications for a youth job
search model stressing racial differences. The first part of the chapter
reviews empirical studies, many of them labor mobility studies, in which
informal, tabular analyses were used and econometric model-building
played little, if any, part. The purpose in examining these studies will
be to see how race, economic conditions, skill level, and attitudinal
variables arc associated with differences in job search behavior.

In the second pért of the empirical review we consider factors
affecting the duration of unemployment, or time spent in searching for
a job., As empirical research on length of search is rather limited,
this section is more speculative than the first section. The final
section briefly reviews the literature on job search and derives two
propositions: the first on wage gains from search; tbe second on job

search duration.
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Wages and Job Scarch Behavior

The early research in the area was surveyed by Herbert S. Parnes in
1954.° Parnes found that no single index, such as an hourly wate rate,
served to explain why job searchers accepted a particular work offer.
With respect to method or techniqu: of job search, the concensus of Parnes
and other researchers of the mid-1950's was that job choice by manual
workers was usually made in ignorance of alternatives.® Jobs were found
mainly by informal methods such as random applications at company éates
or via job information obtained from friends and relatives. 'Moreover,
the general agreement among early writers was to the effect that only a
small minority of unemployed workers really weighed and compared marginal
differences in alternative job offers.

Race, Wages, and Job Search Behavior

As with earlier efforts, the predominant method in the 1950's and
1960's w#s crude empiricism. Research inquiries were distinguished by
whether they considered the additional effects of occupational differences,
relative labor demand, skill training, various socio-psychological indexes,
and other diverse factors.

Several writers examined occupational search differences.7 The usual
finding was that blue-collar workers found jobs by using informal methods,
while white-collar workers were more apt to use formal methods. Formal
methods as opposed to the informal methods described above, are¢ those
search methods using an institutional intermediary like an employment
agency, union hall, or newspaper to acquire job information. Alice
Kidder suggested differences by race in Search method, viz., greater
reliance by blacks on formal search methods kept the blacks in low paying

occupations and contributed to wage differentials within occupations.8

Another labor market survey by Ullman and Taylor of the Chicago area found



18

that within a given occupation :he best jobs are filled inform:lly and
suggested one reason why: high wage employers search less and, thus,
are less apt to yse ingtitutional intermediaries than low wage firms.9
Presumably, the grapevine works better with high-wage firms. Thus,
blacks, being more dependent on formal information sources, suffer
lower wages tﬁan whites, through being denied contact with high-wage
firms.

Table 2.1, with the exception of Ullman-Taylor, is not occupation-
specific. However, it does suggest the Kidder finding was less than

universal and may have been due some other factors.,
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Sources of Entries n Table 2.1

(1) Jacob J. Kaufman, Carl J. Schaefer, Morgan V. Lewis, David W. Stevens,
and Elaine W. House, The Role of the Secondary Schools in the Preparation
of Youth fov Employment. Un‘versity Park, Pa., Institute for Research on
Human Resources, The Pennsylvania State University, February, 1967).

(2) Melvin Lurie and Elton Rayack, '"Racial Differences in Migration and
Job Search: A Case Study,” Soutnern Fconomic Journal, Vol. 33, July 1966,
pp. 81-95. ' .

{3) Joseph R. Rocha, Jr ., '"The Differential Impact of an Urban Labor
Market Upon the Mobility of White and Negro Potentially Skilled Workers,"
unpublished Ph.D. dissertation, The University of Iowa, 1966,

(&) Alice Kidder, "Interracial Comparisons of Labor Market Behavior,”
unpublished Ph.D. dissertation, Massachusetts Institute of Technology,
August, 1967,

{(5) Joseph C. Ullman and David P. Taylor, "The Information System in
Changing Labor Markets' Proceeds.of Annual Meetings, 1965, (Madison, Wis-
consin: The Industrial Relations Research Association, 1966) pp. 276-289.

{6) Joseph E. Champagne and Robert L. Prater, Teenage Employment: A Study
of Low Income Youth in Houston, Texas (The Center for Human Resources
University of Houston Houston, Texas) July 1989.
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Race, Labor Market Conditions, and Job Search Method

The Ullman-Taylor paper, while not actually examining the effect of
race, found unskilled black men shifted from informal to formal methods
of job search in response to deteriorating demand for unskilled workers,10
This was the opposite result of that implied by earlier research which
did not distinguish between black and white job seekers. Lurie-Rayack,
in their review of job earch studies, ranked the studies by high local
unemployment vs. firm or expanding employment.ll Informal methods were
successfully used relatively more in the high unemployment areas. The
main point is that black job seekers in order to find jobs during a period
of low demand for labor, must rely relatively more than their white
counterparts oﬁ formal search methods. This dependence, in turn, may

exacerbate black unemployment rates.

Race, Skill Level, and Job Search Method

Most jobs in America are found by inforhal methods. It is plausible,
however, that skill level or occupational differences affect choice of
search method. Differences in relative use of search method by race were
found even After Lurie~Rayack controlled for the effects of age, education,
and skill level, or occupational category. Their New England study dis-
covered blacks to be nearly four times as likely as whites to have found
their job throuéh the state employment agency. Both white and black
clerical and skilled workers tended to use formal search methods more than
unskilled workers of either race. Within each skill, however, black§
were more apt to use formal search methods than whites. The authors sug-
gested that po&r quality informal sources for blacks led to greater
dependence on formal sources, which, in turn, caused blacks to find only

the less desirable jobs and contributed to black unemployment.
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Socio-Economic Class and Job Search Behavior

Family background and job search behavior of youth was the subject

of a recent study.12

Using 1960 census tract data on family income,
education, and occurational status, Mr. Singell developed socio-econumic
indexes of Detroit high school districts. Next, he compared the early labor
market experience bf a random sample of new high school graduates. The
sample was stratified by upper, middle, and lower socio-economic school
dis;ricts and drew 20 youths from each district. He found youths from
lower socioc-economic classes experienced longer job search periods and
founnd jobs paying lower wages than the other classes. Problems in finding
jobs were offered as an explanation for the great labor market entry dif-
ficulties of the lower soclo-economic group.

Like the gencral population, the 60 youths in the Detroit study
found jobs mainly from leads cbtained from friends and relatives. Within
the total sample, however, search differences were found. Sixty-six
percent of youths in the upper socio-economic strata found jobs this way
compatred to only 57 percent of youths in the lowest group. The small
sample makes.it difficult to draw statistical inferences from this result.
0f the total sample,'ZO percent found jobs by direct gate application.

However, 80 percent of youths using gate applications found jobs within

10 blocks of their homes. Both factors, relatively less use of friends

and relatives and the likelihood of poorer jobs being found in poorer
neighborhoods, operated to the disadvantage of lower class youths. Un-
fortunately, Singell did not offer suggestions as to specific reasons for
differences in search duration and job finding success. For exnample,
does lack of transportation contribute to greater dependence on jobs in

the local area?
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An additional finding of Singell was that very few young workers in
any socio-economic class rejected an offered wage. This supports the
Parnes survey mentioned above,

Social Psychology Measures and Job Search Behavior

Perhaps the most thorough tabular analysis of job search behavior of
unemployed workers in an urban area is that provided in The Job Hunt by
Harold L. Sheppard and A. Harvey Belitsky.l3 The effects of race, sex,
skill level, and other factors were examined with regard to how they
affected job search behavior and job finding success. What was most
unique about the Sheppard-Belitsky study, however, was their use of
attitudinal indexes to explain job search beﬂavior.

Since unemployed workers seeking jobs are subject to all sorts of

fears, aépirations, and expectations, Sheppard and Belitsky used a series

" of multiple-choice interview questions to establish scores of interview

anxiety and achievement motivation.” The questions for measuring inter-
view anxiety concerned degree of nervousness iﬁ a hypothetical job
interview situation. The authors found individuals with low anxiety
scores were more likely to find a job by direct gate applications; whereas
more anxious persons-used an institutioﬁal intermediary like the state
employment agency.

14 refers to

Achievement value, an idea developed by Bernard Rosen,
the wiilingness of a2n individual to strive for economic success, particu-
larly in regard to interclass mobility such as moving from an unemployed to
employed status. Again using multiple-choice questions, a score was

derived that purportedly measured the extent to which a person was willing

to plan, to work and to sacrifice present for future satisfactions. In

*As the achievement motivation score required the subjective analysis
of a professional psychologist, the present study uses and, hence, here
discusses the other two terms only. :
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their study, Sheppard-Belitsky found that individuals with high achievement-
value scores were more apt to use an active search method, namely, direct
gate applications, while those receiving low scores used the employment
servica, friends, or less active methods. 1In addition, both white and
black subjects who had high achievement-value scores had a greater
probability of fiﬁd 2 new job by the time interviewed for the study than
those persons with low scores.

Up to this point, we have been concerned with identifying factors
designated in past research as having some association with differential
search behavior. The difficuity with generalizing these studies stems
primarily from the informal, tabular analysis, the differences in
economic conditions between each time and geographic region. Despite
this difficulty, however, it seems clear that job search behavior differs
between and within occupations, and may operate to the wage Aisadvantage
of blacks. Further, it is eQident that any model claiming to explain
wage differences due to job search behavior should allow for differences
in skill, occupational distribution, economic conditions, socio-economic
class, achievement values and interview anxiety.

Empirical evidence on explaining differences in unemployment by race
as related to job search differences has not been produced in research
thus far considered. But, the more rigorous theoretical underpinnings,
the statistical methodology, and the availability of research that has

'concentrated on youth unemployment duration, more than make up for the
disadvantage of small numbers of studies.

In the Introductory Chapter, we saw that the high unemployment rate
for youth, relative to prime age 1abo; force members, stemmed from greater

search frequency for youth rather than greater duration per search.
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Within the youth category, however, racial differences in both search dura-
tion and frequency might account for racial unemployment rate differences.
No clear agreement has emerged in the literature on whether search
duration differs by race. Holt and Smith used monthly Current Population
Survey data from 1955 through 1970 and found no racial difference in

15

average search duration, The Ohio State Longitudinal Survey, using

annual 1966 & 1968 data on male youth 14 to 24 years, found that black

16 berhaps the

youth averaged longer periods of search between jobs.
discrepancy between the studies is due partly to the age category
differences and thus possibly differences in participation rates, But
the important point is that neither study gives underlying reasons for
observed search behavior. Holt and Smith use regression analysis, but
are limited by their data base from considering the influence of variables
such as age, sex, education, geographic region, occupational and indus-
tfiai category. The second study does consider some demographic chérac-
teristics, but uses only a tabular presentation of the data and draws no
statistical inferences.

In the remainder of our empirical review, we consider data on
factors which might affect unemployment duration, especially while con-
centrating on those factors that might cause search duration differernces
between young black and young white men. Such factors irclude: wage
aspiration level, age, education, search frequency, and occupational

information.
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Unemp loyment Duration and Wage Aspiration Level*

This section draws freely on a paper by Charles C. Holt, with whose
writings the declfning acceptance-wage hypothesis is most closely
associated.17

The classical labor supply model is a schedule relating hours of
work offered by an individual to a series of wage rates. Of course,
other things muy bear on the wcrk decision, such as asset position, marital
status, ape, sex, and family background. What we are suggesting is thai
an additional institutional factor may undermine the implications of the

classical labor supply model.

Figure 2.1 Labor Supply Schedule

Wage Rage

w2

N

10 40 _
Hours Offered Per Week

*1n this chapter the terms wage aspiration level wape acceptance
level, asking wage, and reservation wage are used to refer to the same
concept. Some confusion) however, from this practice is found in job
search litevature, and the first part of Chapter II1 attecwmpts a
reconciliation.
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Specifically, a person seeking a full-time 40 hour per week job,
is more likely to be offered a wage on a take-it-or-leave-it basis than
to be offered a wage and then counter-offer. Moreover, it is doubtful
that such a person would insist on remaining unemployed if unable to find
a wage paying at least wjp, until his savingé and unemployment compensation
were exhausted. What is more plausible is that the individual's labor
supply schedule at 40 hours would steadily éhift to the right the longer
the person is unemployed.

Graphically, the declining acceptance-wage hypothesis is shown in

Figure 2.2. The longer a person searches unsuccessfully for a job, the

Figure 2.2 Declinigg,Acceptahce Wage Hypothesis

Accep tance Wage

w2

\

Duration of Unemployment

greater his willingness to make downward adjustments in his acceptance,
or reservation wage. Kasper theorized that, as a work-leisuré decision,
the longer the person remains without work, the lower the marginal utility
he derives from leisure, and the more the reservation wage he is willing
to accept also declines.

Once the notion of a declining wage is accepted, ié appears reason-
able that for unemployed workers the rate of decline of the acceptance

wage would affect the length of unemployment. Unrealistic or excessively
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high acceptance wages would prolong the duration of unemployment.

Hirschel Kasper used 1961 data on 3,000 long-term unemployed regis-
trants with the Minnesota State Employment Offices, with the period of
unemployment ranging from 0 to 20 months.19 In a questionnaire, Kasper
asked, '"What wage are you seeking?' Kasper then regressed the client's
asking wage, relative to their last wage, on the duration of unemployment.
He found, on the average, that the asking price of unemployed workers
declined at 0.38 percent per month. Five months after the initial inter-
view, Kasper re-examined the sample, and discovered that about 800 persons
-had found work. Separate regressions revealed that th:2 wage aspiration
rate decline was 0.76 percent per month for the 800 successful job-finders
vs. 0.32 percent per month for those still unemployed. Thus, concluded
Kagper, wage aspirations do fall over the time unemployed and the faéter
the relative wage aspiration declines, the shorter the duration of un-
employment.

In a similar study, Sobel, Folk, and Wilcock also confirmed the
declining acceptance-wage hypothesis in a six-state sample of 3,500 older,
unskilled, blue-collar workers . 20 However, they found unemployed workers
far more willing to make non-wage adjustments* than to accept lower pay.

From the Kasper and Sobel studies, we may infer that setting the
initial acceptance wage affects unemployment du?ation, and is likely to
be related to the same type of economic and familial factors that affect
labor market participation and wage determination. For example, we might
list local and national labor demand, personal asset position, agé, marital

status, sex, and training as likely to affect the initial acceptance wage.

*i.e., accept a less desirable occupation or irregular hours, as
duration of unemployment increased.
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Attitude toward risk is a variable not usually considered in empirical
labor market analyses, but one that appears relevant to labor market
behavior.

In a recent study, the effect of Fisk-taking on bargaining behavior
was examined.21 The authors measured risk-taking propensity using a Kogan-
Wallack test in which the subject was presented with twelve hypothetical
choice dilemmas, and then asked to indicate the lowest probability of
success he would tolerate. 1In addition, to'the risk-taking score, the
78 subjects were scored on their relative success in a business bargaining
game. Success referred to profits in a hypothetical bilateral moﬁoply
situation. Regression analysis revealed that risk-taking propensity did
affect the initial asking-price level, as well as the willingness of the
individuals to depart from tﬁis ievel. The greater the risk-taking
propensity, the higher the initial asking price and the smaller the ré~
duction in asking price over time. For our purposes, the clear implication
for job search behavior is that risk attitude may affect.the initial ask-
ing wage and its rate 2f decline over time; hence, risk attitude differences
for youth may explain differences in youth unemployment duration.

Youth and Wage Aspirations

Unfortunately, in the case of young workers, especially black
workers, the evidence concerning wage aspirations and unemployment
duration is mixed. The Ohio State University National Longitudinal
Survey, for instance, finds that young men, especially black young men,
have océupational aspirations somewhat unwarranted by their backgrounds,

22 Inconsistent with this

although some downward ad justments do occur.
finding, however, is a Bureau of Labor Statistics finding in a special

October 1969 national survey of young people 16 to 21 years. This

report shows young persons to be well-informed about the going hourly
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rates of pay for the kinds of jobs open to them.23 Wage expectations of
the unemployed were not out of line with wages of employed workérs and
very few wage offers were rejected as too low, 24

éart of the discrepancy between the Longitudinal Survey and the find-
ing of the Bureau of Labor Statistics can be reconciled by the fact that
different concepts ére measured in each. The former survey asks young
men aged 14 what occupation they would like to héve at age 30 and con-
cludes the answers are out of line with national data on occupational
distribution when color and expected education are considered. The Perella
Survey compared the reservation wage of young men unemployed and searching
with the actual wage of similar working young men. A more direct companion
of the findings, however, sustains the suggestion made above that the survey

results ditfered. In Years for Decision¥, the Ohio State surve:; finds both

whitc and black women aged 14 to 24 years who are unemployed and searching
have wage requirements that seem overinflated in comparison with their

past wages and the wages of employed counterparts., Perella, however,

finds women aged 16 to 21 who are unemployed and searching to have
acceptance wages that are below the wage rates of their unemployed counter-
parts. Clearly additional-research is needed in examining what factors
affect the determination of the unemployed individual's acceptance wage
and, particularly, if excessive wage demands affect the'average'duration

of a young person's unemployment.

Factors Affecting Youth Unemployment Repetition and Duration

With respect to young worker unemployment duration we need to dis-
tinguish repetition, or number of incidents of unemployment per year,

from the length of time per incident. OQut of several factors which the

*John R. Shea, Roger D. Roderick, Frederick A. Zeller, Andrew I.
Kohen, Years for Decision, A_Longitudinal Study of the Educational and
Labor Market Experience of Young Women, Center for Human Resource Research,
Q. Ohio State University, Vol. 1, February, 1971, p. 58.
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Ohio State survey revealed as influencing the repetition of unemployment,
we have elected to consider age, race, and education. Young men aged 19
and 20 were more likely than men aged 21 and 22 to have had one or more
incidents of unemployment between 1966 ang 1968, a result which held for
both white and black young men. However, 6verall, black workers aged 19
to 22 were about 60% more likely to have had une or more occasions of un-
employment than were their White counterparts., Finzlly, as expected, the
incidence and repetition of unemployment declined with the increase in
years of education.

The number of occasions of unemployment and its qnderlying causes
arc important for this job search study because of theeffect of the
negative association between repetition and duration of unemployment.25
Fof a young man, the more incidents of unemployment, the less the length
of time per incident. This was especially true for blacks; average
duration declined from 10.4 weeks for youtﬁ with a single occasion to
5.4 weeks for those with four or more spells of unemployment.

Factors affecting the duration of unemployment include age, race,
education, and occupational information.

Although young workers have periods of shorter unemployment duration
than adults, within the youth category, and because of the negative
association between age and number of spells, search time is greater the
younger the worker. For example, the Longitudinal Survey found that
black men aged 19 and 20 years averaged nearly l4 weeks per unemployment
incident vs. 6.5 weeks for those 21 to 23.26

Empirical findings as to the effect of education on the duration of
unemﬁioyment are contradictory. &he tongitudinal Survey found a mono-
tonic negative relationship between years of schooling and average search

h.27

lengt The suggested explanation rested on productivity grounds; that
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is, less educated workers were more readily laid off and less readily
hired. Stevens indicated the education effect to be not so clearly re-
lated to search length.28 He suggested that the education effect
depended on the economic conditions of the area and the relative wage
adjustment speed of the individual.

The effect of occupational information on search length has been dis-
cussed at length in several studies. Stevens, in two studies, investigated
the differential impact of extra or supplemental labor information on
search duration. Stevens' method consisted of presenting to an exper-
imental group of uncmployed job seekers a list of eight firms known to
have hired workers with an individual's particular skills during the past
four years. As expected, individuals receiving such supplemental infor-
mation had substantially lower search lengths. For the Ohio State National
Longitudinal Survey, extent of occupational information was measured as
an individual's test score on a short.quiz as to wages and duties of
various occupations.29 Aga.n, results supported the hypothesis that
increased labor market information shortened the length of job search.

Dimensions of Labor Market Information

Four dimensions of labor market infcrmation emerge from the literature.
One rather obvious dimension concerned the rapid decay of job information
over 5393.30 Knowledge about today's job openings may not be very
valﬁable in a month or even in a week or less for many unskilled positions.
Also, Albert Rees distinguished between two or more dimensions: extensive
and intensive labor market information.3! For the job seeker, extensive-
ness referred to the quantity of job openings covered by the information.

Intensiveness referred to the characteristics of a job such as working

conditions, fringe benefits, and opportunities for advancement. Rees
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found ﬁlue-collar wofkers were more likely to find jobs by informal methods
than were white-collar workers.

Informal methods, such as contact with an employed friend in a plant,
probably yielded more intensive information about the job.32 Formal
methods, however, might have been the best way to acquire extensive
information. Hence, for a black man, with transportation difficulties
and unemployed friends, it might have been more efficient to use formal
search methods. The problem with generalizing as to efficiency comes
when one considers another dimension of labor market information, its
acquisition or search costs.

The cost of information, or costs of looking f~r a job, may be
psychic or monetary. If monetary, the costs are divided into direct and
indirect costs. Psychic costs may involve fear-of-failure or downward
adjustments in occvnational aspirations. Direct costs refer to costs cc
transportation, newspapers, fees to private placement agencies, or other
costs, such as food or rent. The cholice as to what constitutes other
costs follows time and function lines. For example, a man seeking a white-
collar job might buy a new suit of clothes so gs to make a better appear-
ance in job interviews. Similarly, a man having found a shoe-selling job
might purchase a new sult in keeping with company policy. 1In the first
case, part of the cost of the new suit is an investmept item for job
search purposes; in the second, it is not a real search’cost. Such types
of search costs, however, are likely to be small relative to the indirect
costs of search..

Theoretic.al job search analyses consider the cost of time to be the
single most important search cost to most workers actively seeking work.33

1f the man is either employed or is unemployed voluntarily, then his time
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1s worth at least the mean wage of the area, if not his full rate. The
éacrifice, or indirect cost, is the foregone opportunity to work rather
than spend the time searching for a job.

For unemployed individuals not voluntarily unemployed, the indirect
costs of search are negligible. 1In fact, the unemployed person may even
have to sacrifice money if he takes a job; unemployment compensation,
the value of leisure, and welfare payments all represent returns lost if
the job seeker begins a job.

Empirical research concerning the total cost of job search by
occupation, race, age, education, and reason for termination of last job
has been virtually nil. What we have is a series of normative theoretical
studies whose primary purpose has been Eo derive an optimal acceptance wage or
an optimal duration of search, relating a very elementary searcﬁ cost
function to a much more complex search benefit function.

Review 0of Job Search Theory

For économists, the literature on the economics of job search and in-
formation began, for all practical purposes, with a pair of articles by

George Stigler, notwithstanding the earlier work of Marscha
others. Stigler brought marginal analysis to bear on job search behavior
and defined net search benefits, or net wealth from investment in search,
as a discounted flow of earnings at the newly found wage. Alchian's
article was an extension of the Stigler model and stressed differences

in search costs as contributing to unemployment differences.36 Both
Stigler and Alchlan envisioned search as sequential sampling from a given
distribution of acceptable offers. Since in their theory, offers did

not decay over time, the problem was when to stop the process of collect-

ing, or to derive a search length that maximized wealth. Retaining the

sequential sampling assumption, McCall37 and Mortenson38 added a slight
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twist to Stigler's wealth rule: because a job seeker first sets a target,
or optimal acceptance wage, search duration was defined as time required
to find a job with a wage at least as high as the target. Other writers,

39 and Gronau40

for example, Simon , included additional dimensions, such
as regular adjustments in the reservation wage per time period of search.
In this study, we are concerned with the contribution of job search
differences to differences in wage and unemployment rates. The msin
contention is that acceptance wage, cost of search, duration of search,
and expected work duratién are all related and simultaneously determined
as a person undergoes job search. Strong contention for the inter-
relationship of ﬁhese variables is found in virtually all the theoretical
articles. In the next chapter, a simultaneous-equation model of job
search is presented. At present, we offer two theoretical examples of
how job search may lead to differences in unemployment and wage rates.
In the first example, we derive -a proposition rel ating the acceptance
wage and the duration of search.

t

Theoretical Proposition on Wage Aspirations and Unemployment Duration

In the first example, assume a man is seeking a job matching his
qualifications within a local labor market. He has an idea as to what
his skills are worth, based on past jobs, what others like him are
currently paid, and his knowledge of current economic coﬁditions. This
idea of his worth, which economists call reservation wage, may fall as
the‘duration of unemployment increases, as search proceeds from more
promising to less attractive areas of search, and the cost of search in
financial and psyéhic terms increases. For the moment, however, we
assume the reservation wage constant over the duration of search. That

is, we disregard the role of search costs, broadly defined,
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The process of job search may be compared to that of sampling from a
given distribution of wage offers. Thus, a behavioral rule for our
searcher, assuming he draws one offer per time unit from tne distribution
of job offers, would be to sample until he obtains an offer at least as
great as his reservation wage. When he finds an offer above his reser-
vation wage, search ceases and he begins work. In this case, the duration
of search is simply the number of time periods which elapse in a sequence
of trials before the first acceptable wage is found. These time periods
are variates from a geometric probability distribution.

Formally, assume the probability of finding an acceptable job in a
.single trial is p where 0 € p<£ 1 and p is constant for a sequence of
trials. Thus, the probability of no acceptable job in one trial is
q = l-p, and the probability density function for the number of unemployed
periods, x, before finding an acceptable wage is,

(1) £(x) = pq*® x=0,1,2,...
in this case the expected length of unemployment is
- - 19
(2) E[x] =»

In equation (2), note the reciprocal relationship between the expected
duration of search and the probability of finding an acceptable wage is a
single offer, p. Since the latter is increased by lowering the reservation
wage, we may state the following proposition:

Proposition: For a given distribution of job offers,
ceteris paribus, the lower the individ-

ual's reservation wage, the shorter the
expected search time, and vice versa.

This example is indicative of the type of analysis found in McCall.*!

42
Mortenson makes the same point as follows. 1f we allow f(y) as

the continuous density function of all offers in the intecval a to b and
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w® as the individual's reservation wage,

3)p = f(y)dy = probability of finding an acceptable offer in
wP© . one trial

and

(4) _ = the number of periods of search before finding an
1 acceptable offer.

Figure 2.2 Distribution of Wage Offers

£Cy)

In this case, the expected duration of search is longer the higher
(5) dp ¢ © the acceptance wage,which is
dw® - again Proposition I.

We could have added discounting of future income at the wage accepted,
or search costs, or made the acceptance wage flexible, or even madé thé
dufation of the next job uncertain. These factors are important in
developing a more realistic or general search model and some are included
in the search model presented in the next chapter; but, factors such as
race, age, education, occupational information, and the number of incidents
of unemployment also influence the duration of search. Blending these two

sets of variables to explain youth job search is a main theme of this study.
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Theoretical Proposition on Wage Gains from Search

The second example of a theoretical approach to job search behavior
is suggested by George 3tigler and shows the gain from search to'be
greater the greater the variance of the distribution of wage offers.43

There are two tiers or levels to the sampling problem. First, assume
the searcher faces a distribution of wage offers such that the same proba-
bility is attached to each offer. Specifically, assume wage offer W is a
continuous random variable with uniform probability density over the
interval 0 to 1. Thus we may define the probability density function fbr
W for w; wage offers in a given sample of wage offers as:

1

(6) f(w) = __
1-0

]

1 for 0¢ wgl

]

0 elsewhere

The cumulative distribution of W, or F(w), is given by

0 for wel

(7) F(w) ={w-=0 -y for Qcw<l
1-0
1 for w>1

Secondly, assume the individual searches until he collects several
offers, or that he draws a sample and, in a single sample elects the
highest offer, w*, This represents the second tier of the search process
and it is the distribution of these maximum offers, w* over repeated samples

that is of chief concern. We define a single W* as follows:

(8) Wk = max L;l' Wo, Wgyee Wi, .. Wy )

Furthermore, assume that offers once given do not decay and that
several trials are repeated. Each time a sample of offers is drawn, the
highest offer is recorded. In this fashion, a cumulative frequency

function of maximum job offers is derived. This function denoted as

(9) G(w) = cumulative frequency function of w¥,
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can be thought of as the probability that a maximuﬁ wage offer, Wx, is less

than or equal to a given wage offer, w°, where w°

is any wage offer in the
interval 0 to 1.

Thus,

(10) G(w) = p /W2uw® _

Substituting equation (10) into equation (8) we find

(11) G(w) = P / max ( Wi, Wo,.e.W ) € wl 7
Of course,to say that the greatest of the wage offers falls below w°
implies that all offers fall below w°. 1In addition, if we assume the in-

dependence of successive trials, then

(12) 6(w) = P fuy € wO 7 xP [w, ¢ w° 7 x..xP [uy ¢ w_J

For the ith offer, the probability of falling below an arbitrary

(13) P/ € w7 = G(w)
For the interval 0 to 1, this probability equals

- - (1) '
(14) Pfwj € w°_/ = 1-0) x length of the interval

or

= wo

Thus, we may restate equation (9) as
(15) G(w) =w° . w® . w°® ...w°

{ 0 for w< 0
=/ wh for OSwe 1l
1 forw>1
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Equation (15) is the cumulative distribution function of maximum
wage offers obtained in repeated trials. From equation (15), we define

the probability density function of maximum offers as

d G(w) =  g(w) = nw n-1 for 0<w<1
(16) dn =0 elsewhere

The expected maximum wage rate is thus defined as

n-1 n

7 = wnw dw =

an - Ef . T

>

and the variance

(18) Vvar (w) = n
(n+1)‘_ (nt2)

From equation (17) we know the average maximum wage obtained in n

searches is n . Thus, it is obvious that the expected marginal wage

n+1
rate galn from n+l searches is

n+l - n = 1 = _Var (w
(19) n¥2 (n+1) (n+l) (o+2) “E [w7]

Notice the close relationship between the right hand side of equaticn
{19) and the variance of the distributidn of maxiﬁum offers, 'equation (18).

This relationship enables us to infer a second proposition.

Proposition II: The greater the mean of the distribution of wage
rates and the greater the variance of the distribution
of wage rates, ceteris paribus, the greater the
marginal gain from another time unit of job search.*

As with our first proposition, we need to draw a’tention to certain
qualifications. First, reconsideration of equation (19) shows that the

expected marginal gain from search falls off rather sharply with increased

*Both the mean and variance increase as n increases.
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search duration. Secondly, we have abstracted from cost considerations.
Both points suggest that Proposition II may hold only for relatively short
periods of job search. Furthermore, the objections are the result of
failure of the model to explicitly consider the simultaneity of job

search decisions. Nonetheless, with the second proposition, we have
another important reason for search behavior and wage rates varying by
occupational category, age, race, skill, and other factors mentioned
earlier in this chapter.

Recent‘research shows that variance in wage rates differs by occupa-
tional category.44 Propositioﬁ I1, that gains from search were related
to the variance of wages, makes one believe differences in search be-
havior should be expected. Yet; the real issue is whether search
differences cause differences in wages and unemployment when one

explicitly considers the other factors involved.
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CHAPTER I1I

RISK ATTITUDE, RESERVATION WAGE, AND A GENERAL JOB SEARCH MODEL

In Chapter II we .ndicated that a number of economic and demographic
factors had been related to job search behavior in previous empirical
and theoretical research. 1n this chapter, we attempt to incorporate
these factors into a general econometric model explaining job search
behavior. Before presenting the general model, however, we need to
clarify two points. The first issue concerns the risk attitude of the
individual seeking a job. It will be shown that, under certain con-
ditions, at. .tude toward risk affects job search behavior. Secondly,
we distinguish among wage aspiration, reservation wage, and the mathe-
matically expected wage, since in Chapter II a number of terms were used
interchan zably by other researchers to refer to a person's reservation
wage. Finally, in the last part of this chapter, we present thé econo-
metric model of youth job search behavior.

Risk Attitude and Job Search Behavior

The theoretical neoclassical literature of labor supply presupposes
a competitive Walrasian world in which wage rates may vary due to training
or skill, or degree of unpleasantness of job, but never due to lack of
information concerning wages and job conditions in alternative jobs. In
this literature the assumption is made that wage-rate information is
instantly disseminated and offered free of charge to all concerned.
Empirical evidence shows otherwise; all wage rates are not known "and
time spent searching may be costly in foregone income or "brokerage"
fees paid to private placement agencies.

In thig section, the implications of wage uncertainty for utility-
maximizing behavior are developed in Marshallian and vonNeumann-Morgenstern

contexts.
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It will be seen that the diminishing marginal utility assumed by Marshall
interacts with the individual's attitude regarding risk performance.

We assume that the individual maximizes Marshallian utility. That is,
we agsume the individual has a consistent and twice~differentiable set of
preferences between work or income and leisure. This relationship is

defined according to the utility function of equation (20).

(20) Uy = Uy (L,H) where: 1 = money income
H = hours of work
and M refers to Marshall

Money income is further definea as the product of hours worked and

y, the rate paid per hour, or

(21) I=H "'y
A basic premise is that y is a random variable to the individual and
1s distributed in some interval a to b according to density function f(y).
Specifically,
(22) f(y) 2 0 for a< y<b
b

and
f(y)dy = 1

a
The limits a and b are set by local area labor market conditions
and the productivity of the worker. They could be defined, respectively,
as the lowest and highest wage an individual might disccver in a local
labor market for similar work. For simplicity, we assume wage a coincides
with the individual's lowest acceptance wage. Within these boundaries,
the main reason for the variation in y is due to ignorance on the part
of both sellers and purchascrs of labor as to what éonstitutes the exact

wage, offered and accepted, of every other participant in the local labor
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market .

We now assume that we ave dealing with a man who is unemployed and
seeking full-time work, His problem is to select that work-leisure
combir."tion yielding the greatest Marshallian utility. Traditionally,
labor supply theorists have realized wage rate dispersion but have
argued in terms of the mean, or mathematically expected wagé rate.1 The
choice-dilemma is thus reduced to selecting the proper ccmbination of
hcurs of work at the mean wage rate. The contrast between this so-called
traditional approach and the approach presented here dépends on two
factors: first, on whether the individual job searcher adjusts his
behavior to the mean wage or allows for explicit consideration of wage
variation: secondly, on the interactions between the Marshallian and
von Neuﬁann-Mbrgenstern utility functions of the individual,

Earlier we &ssumed that our representative individual is seeking a
full time job. Implied is the likelihood that this decision has restricted

his hour-setting freedom to H°, or a forty-hour week. -This implication

together'with equation (22) enables us to rewrite equation (21) as

(23) I =g( =g/, y 7 =HOy
and b

7 =] H® .yg(y)dy=HE [y ]/

—

]|

E

That is, income is the product of a constant and a random variable, and
thus income itself is a random variable with expectation I. = HC . y.

Having restricted work (and leisure) to a ceftain number of
hours, the individual can alter utility only by changes in his wage rate,

and hence, changes in his income. The individual méy change ih his wage

via job search and the discovery of previously unknown offers. The issue

o
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is whether or not the individual maximizes his Marshallian utility by

accepting what he believes to be the mean wage for his skill level and

local labor market.

Following Marshall, we rewrite equation (20) as

d
(26) Uy =Yy (1,u% , v >0
dI
2
d
UM < 0
dZ 7

That is, we assume that income has a positive but diminishing.
marginal utility, which implies that equation (24) is a concave function
between utility and income. If a function Uy (I) is defined in the .
interval (a,b) and 1is a continuous concave function in this interval, and
if g(I) is a nonnegative continuous function such that g(1)dI = 1,

a
then by Jensen's inequality

(25) U/E(D)_T32E/U(D) 7

Equation (25) indicates that an individual seeking a job will prefer
the mean wage to the alternative which involves taking a chance on finding
any other wage. Thelpreference for ELE (I)_7'is not based on risk attitude
as the individual, we assume, is risk-neutral. By definition, a risk-
neutral person is one who is indifferent betweern receiving a guaranteed
reward and playing a fair game of chance where the expectad reward of the
game equals the guaranteed reward.3 Below, the analysis is extended to

include individuals who are risk-evaders, those requiring an extra expected

reward before playing a game, and risk-takers, those willing to gamble

even where the expected reward falls below the guaranteed reward.
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Graphically, the argument for the risk-neutral case is shown in
Figure 3,1, Given the Marshallian ussumption repgarding diminshing
marginal utility with respect to income, the individual will prefef cer-
tainity income I3 rather than take a chance on 1, or 12. This is because
of the associated utility, Ui = ULTE(I);7>’UO = Elfﬁ (I)_7. In fact,
154-13_7 is the income which the individual would be wiliing to forego

in order to avvid uncertainty.

Figure 3.1

o

U, (I,H)
arshallian Uy
Utility

In order to generalize the analysis, we need to drop the assumed
risk neutrality of the job seeker. If we transform the individual's
utility function into & von Neumann-Morgenstern utility index, it will be
seen that the preference for certainty is not universal; chese individuals
who are risk-takers might prefer uncertainty. We transform equation (24)
into a von Neumann-Morgenstern utility index as follows:

(26) V(U) = V(U/T,H°))
Equation (26) represents a one-to-one correspondence between Marshallian
and von Neumann-Margensuern utility indexes.

If we assume that the job searcher wishes to maximize his expected
utility in both the Marshallian and von Neumann-Morgenstern sense, how does

V(U) vary as money income changes? First,
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v _ dv _ du
(27) dI du dI if we supress H®
and
2 2 . 2 ,
(28) Q_% = dV (di] + dU dV Where dv 50, {au} “5o0
dI au? |DI ar? v 1 dI

and, following Marshall, d2U<()
d12

The effect of money income on the von Neumann-Morgenstern index
depends on the risk attitude cf the individual. 1If the person prefers to

avoid risk, then

) .
(29) dVv <0 = d% ¢ O
du? 12

For risk-neutral individuals,

B0 ¢2v = o » d&v co

2
du : dI2

In both cases, the individual prefers wage certainty, and will even sacri-

fice income to avoid uncertainty. However, in the case of risk takers,

(31) dV 50  and d%y 2 o
2
du dr?
as sz . du = d2U . gav
2
du d1 dI du

We have just demonstrated that in two of three cases individuals
prefer wage certainty to prolonged and risky job search for alternative
offers. The reason depends on the fall in Marshallian utility with re-
spect to income.increments. For an individual who is a risk-taker, however,

Income uncertainty might be preferred. As equation (31) implies, a risk-

/



51

taker case might arisc at low income levels, such as for youth, where risk
attitude might outweigh the negative Marshallian iufluence,

In thls study, a proxy sgcore for youth risk attitude is developed
and related to youth job search. The measure is discussed below and is
a proxy for the exact gamejreward definition given above. -In addition,
the derivation of the preference for wage certainty was made on the
assumption that the individual has no predictive.ability regarding wage
rates. In this study, also a maintained hypothesis is that race differ-
ences in the cost and quality of labor market information do cause
differences in wage rate prediction and job duration,

Wage Aspirations, Acceptance Wage, and Wage Expectations

In previous literature on job search behavior, economists have not,

on the whole, carefully distinguished between a reservation wage, asking

5

price of labora, asking wage~, acceptance wages, wage aspiration 1eve17,

and expected wagéa’g.

In this section, we draw distinction among these
concepts.

First of all, the term "expected wage' has a specific definition in
mathematical sampling theorylo. If wage rates are denoted by a continuous

random variable y where y has the frequency function £(y), then the ex-

pected value E/y / is defined as:
-y

(32) Ely_[ = [yf(y)dy =7y
-00

Thus, the expected value is the mean wége rate.,

As per the other terms, Gronau and Kasper use the terms '"asking wage"
and "asking price of labor," respectively, to refer to what Marshall called
the fsupply pficé%" The supply wage is the lowest wage rate the worker

would accept to perform a particular task requiring a given amount of labor.
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The terms reservation wage and acceptance wage also fit this definition. |
Kasper, however, did not ask the question, "What is the lowest wage you
would accept?'" Rather, his study of unemployed workers defined the asking
wage as the answer to the question: '"What wage are you currently seeking%g
The danger herein is that the answer given to Kasper was on the order of,
"What wage would you like?" not, '"What is your present lowest acceptable
wage?" These are related but different concepts.

In his earlier writing, Charles C. Holt used the terms aspired wage
and acceptance wage interchangeab1y13. In a recent paper, however, Holt
. distinguished between the two conceptsla. He suggests that job aspira-

tions have many dimensions of which aspired wage is only one. The

aspired wage of a job is a function of his last wage rate, and his general

labor market knowledge, and this aspired wage declines over time as the
worker exhausts the.better leads, and as the total cost of search rises
with time. As search continues, offers are received and either rejected
or accepted. Yet, says Holt, the worker's acceptance wage is above the
aspired wage. We believe that Holt is basically correct in distinguishing
between the two concepts; however, he is confused regarding his wcrd
choice and ranking of the terms. Any wage above the worker's réservation
wage is "acceptable,'" but that is not the point. The acceptance wage is
the Marshallian supply wage and this is less than or equal to the aspired
wage of the searcher.

An aspiration is a gogl or hope that is more or less desired by
the individual regarding a future performance. The term is disganguished
in the social psychology literature from expectations (non-mathematical

e

. 1
sense), or realistic aspirations toward a particular goal 2. 1n contrast

to Holt, other studies indicate that aspirations exceed expectations,

«'-

where the latter is not defined in the mathematical sense.

For example, a recent survey of 642 young workers aged 17 to 27
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asked, "What job would you like to have in five years?" Jobs were ranked

by a prestige index and the results indicated that, whereas over fifty
percent of the sample desired or aspired to a more prestigious job, less
than five percent actually believed they would obtain more prestigious

jobsl6.

The authors did not use the discrepancy as an instrument to
explain labor market behavior, however,

Other studies llave shown that the d.fference between aspirations and
expectations does affect behaviorl’ Specifically, the greater the goal
discrepancy score, or the greater the difference between aspirations and
expectation level, the more likely is the individual to experience frus-
tration which may lead to maladaptive behavior. The lower the discrepancy
score, the more realisticaily flexible and responsive is the individual to
environmental changes.

In the present study of youth job search, care is taken to avoid con-
fusing wage aspirations with the reservation wage. The individual's supply

wage i8 taken as the answer to the question, '"What is the minimum hourly

wage rate...you would accept at present?" Similarly, the aspired wage

. is taken as the answer to, 'What hourly wage rate...would you like to earn

on this job you are looking for?" From these answers a wage discrepancy
index is constructedlon the basis of the relative difference between the
individual's aspired wage and his supply wage. The next section suggests

a way in which these and other variables interact in a manner relevant to

. job search behavior for ubran male youth.

Job Search Model: Investment in Job Search

In this section we formalize the job search model preéented in
Figure I, Chapter I. To assist in conceptualization of actual job search
behavior, we assume that we are dealing with an umemployed young man who

is seeking full-time work. On the basis of his previous jobs, the man
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has some idea of the value of his skills, or, technically, the value of
his productivily Lo a prospective employer. His valuation is subjective
and may vary over time, but for the moment we assume W*, which is the
least pay per time unit the individual will accept, and b, which is the
highest local wage for the skills of the young man. Within these
limits, the individual forms an éxpectation of his wage, denoted as ﬁ,

1
and his conditional expectation may be expressed formally as 8

b
WE(W) dw
(33) E[W_/ =/ W* £ = W where: W is a random variable
b with the density
function £(w)>0 defined
£(w)aw in the integpval (W¥,b)
W such that
WE(W)dW =1
W

That is, W is the mean wage offer given the individual's skill and
reservation wage. Assume he searches for a job and receives an offer,
Wi. If the offer is above his supply wage, W*, the individual then
compares it with his mathematical expectaticns W. If the offer is above

his expected wage, Wi> ﬁ, the job offer will be accepted, ceteris paribus,

The wage rate offered, however, is only one aspect of a new job. If the
individual seeks to maximize his wealth he will not necessarily accept any
offer. For example, if offered a wage, W;, where w*<:wi<:ﬁ, the individual

might revige his estimate of E.downward and continue searching. Similarly,

if W2 W, ﬁe might adjust W* upward and continue job szarch. We hypothesize
that wage rates below W% will be rejected, but the final work decision
calls for consideration of factors other than the offered wage.

A second dimension to be considered with regard to a potential new

job is P*, the length of time the individual believes he will remain at
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the next job. Thus, if an individual receives a wage offer of W;> W%,
and expects to work P* time units, the product (Wi . P¥) is an estimate
of the gross wage benefits of the new job. The gross wage bill is an
important féctor in whether an offer is accepted. Nevertheless, our
hypothesis is that acceptance is based on the net value of the new job,
or the gross benefits less the search or acquisition costs.

-There are several c0mponent$ of search costs. In the case of che
unemployed job seeker, foregone work time represents a cost in terms.of
lost income, depending upon how he became unemployed. That is, for tﬁe
voluntary quit, this cost is valued at the last wage rate times the lost
work hours. For those individuals laid off, time may have a negligible
cost; but for both types of unemployed individuals (the quits and the
layoffs), the costs‘incurred in physically going from prospective employer
to prospective employer should be considered. Travel costs depend or. the
price, availability, and extent of public transportation, whether the
individual owns or has access to a car, and the degree to which the
individual must depend on direct gate applications to find a job. There
may be other search expenses, such as fees to private placement firms or
outlays for newspaper purchases. For a young man, however, these other
'costs are likely to be negligible. We then define the cost per time unit
of job search as, C, the sum of foregone income, travel costs, and in-
cidental expenses, each taken per time unit. Total search costs are the
product of C and the duratisn of job search,Z.

Finally, the unemployed job-seeker has to consider certain benefits
from remaining unemployed, including additional leisure and possible
welfare payments or unemployment compensation. We shall refer to these

as non-work benefits, I.
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Having added several non-wage dimensions to the work decision, again
consider the likelihood of the offer being accepted. We suppose the in-
dividual looking for a job receives an offer of W;, where W;> W*. By
definition, the wage is acceptable. The likelihood of the job being taken
depends on the individual's comparison of expected earnings from the joﬁ
relative to the costs and benefits of remaining unemployed. Thus a first

approximation to the net value of a prospective job is given by

(34) Net Value = /W, . P*_/ - /(C . 2Z) - (1 . z)_/

~where the net value of a new job equals the gross wage benefits, (W) . P%),
less the cost of looking for a job, net of non-work benefits,
[Zb .2y - (1. Z)_7. 1f gross benefits exceed net search costs, the offer
will probably be accepted. An exception occﬁrs in the case where the
difference between work benefits and net unemployment costs is positive
but below a threshold sufficient to lead to an immediate return to work.
This threshola 1s subjective and difficult to monetize, inasmuch as sub-
jective leisure benefits are involved. For instance, one man might prefer
to remain unemployed if net work benefits are $30 per unit time, whereas
another might accept such an opportunity, i.e., the marginal utility of
leisure may differ from one person to another. Non-monetary benefits
aside, we expect a positive net value to lead to job acceptance.

The decision rule implied by equation (34) is an qversimplification,
of course. This study examines several independent variables such as
age, education, and race, which may influence the levels of W,, P¥, C, Z,
and 1. In addition, equation (34) is oversimplified in its treatment of

time.

Equation (34) necessitates the comparison of two monetary flows
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covering two time periods. Implicit in the equation is the idea that

one deollar in the first time period, Z, 1is equal ir value to one dollar

in the second and futuré time period, P¥. Barring risk considération,

the oniy way this is possible is for the market rate of interest to be
zero. Since this is unlikely, if iivestment vpportunities yielding
something greater than zero are available, the future dollar will be

worth less than the present dollar, because the present dollar will be
worth its originél value plus compound interest. To allow for the differ-
ence in values between present and future benefits, we discount the future
casﬂ flow into present value terms. The present discounted value of the
new job is the sum of the discounted cash flows over the expected P* time'

periods, or

P* W
(395) Gross present value =§ i Where: ©v>0 is the
t=2 (1 +1) © current market

rate of interest
and W; is an
acceptable offer
wage that is con-
stant over time.
At the time the individual receives the job offer, with a wage and
time dimension, he has already incurred search costs. Presumably these
costs were borne with the expectation that the satisfactions or benefits
of the new job would compensate for search costs.19 In addition, these

costs were incurred with the expectation that the potential benefits of

the new job would yield at least as great an incremental reward as the

. search costs, had the search costs been invested in alternative market

O

ERIC

Aruitoxt provided by Eic:

opport.nities during thg search time. That is, the total cost of search
at.the time the individual receives an acceptable job offer is an amount
greater than the simple product of the net cost per time unit and the
length of search, or ( LE-I_? v Z).

If the individual had the opportunity to invest an amount equal
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to (C-I) at cach of the Z time periods, the accumulated value of his

search costs after Z periods is givea by

Z
— - t
(36) Accumulated Search Costs = 2: [Cp = Io_[ (Ltr)

Having adjusted our definition of search benefits and costs to allow

for explicit consideration ~f time, we can now re-write equation (34) as

P

Z
(37) ¢ = :E Wi - 5? "C, (1+r)t Where: for convenience
t=z (14r)t t=1 the C, in this

equation.equals what
was called

-[-Ct ’It—_/ in
equation(36).

That is, net wealth/ffom job search @ is the difference between the
discount present valuc of the new income flow less the accumulated costs
of looking for work.
In Chapter I, we listed certain questions of special interest to
this study. ~The first question asked was whether black and white men
derive the same mqnetary benefits from job search. We can now specify
the question in order to determine if the value of @ differs between races.
For the unemployed job secker, the values of W;, P¥, C, and Z are.
interrelated. An iadividual attempting to maximize @ might consider
several combinations of these endogernous vériébles. . For example, wage,

W and job duration, P*, might be viewed as substitutes. That is, for

is
a long and éteady job‘a man might be willing to accept a lower wage rate.
Similarly, a skilled individual expecting a higher wage might be willing
to spend more money looking for a job. Here Wi and C are complements.

In addition to skill level, these four variables are affected by other

qualitative measures such as age, education,marital status, and risk
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attitudes, Furthermore, quantitative measures, such as other family
income, savings, and previous wage rates are likely to influence the
equilibrium values of Wy, P*, C, and Z, Because those four endogenous

variables are interrelated, a simultaneous-equation model is needed.

Job Search Model: A Behavioral Model of Youth Job Search

The survey of Chapter II and the foregoing discussion in this
chapter have postulated certain inedpendent variables which were shown
in Figure I of Chapter I. We now enumerate both the dependent and in-

dependent variables in TABLE 3.1.
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TABLE 3.1 Variables of Job Search Model*

Endogenous Variables Predetermined Variables
W = The final supply wage which A = Age to nearest year
is greater than or equa® to
W¥%, the reservation wage E = Formal education in years

. with no search activity
B = Number of dependents
C = Cost of Search per week
‘'L = Composite index of informal
Z = Length of Search in Weeks skill training
P* = Expected weeks on new job R = Race variable

Y = Mon-work income per week
in dollars

V = Assets in dollars
W = Hourly wage rate of last job
N = Weeks worked 1gst job
A1 = Risk Attitude Index
Ay = Intervie& Anxiety Index
3 = Achievement Value

S1589, Sg, = Method of job search
ta

S; = te Employment Agency
So = Direct application
S3 = Friends and relatives

J = Extensiveness of job search
0 = Index of low paying occupation
T = Wage Discrepancy Score

Q = Index of whether voluntarily
unemployed or not

kNote. Several wage rates have been identified. W; is the wage
actually offered the individual as the demand wage, which the individual
searcher can not readily influence. W is the individual's expected wage
or his belief as to what is the average demand wage being offered the person
of his skills. W* is the st pply wage or the least acceptable pay for a
given amount of work.

Since neither W nor W¥ actually represents an offered wage, W; was

used in equations (34), (35), and (37). However, as this study is concerned
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with supply factors affecting differences in job search behavior, it is
necessary to concentrate on W¥ and W. Thus for the individual unemployed
and looking for a job, the correct wage to include in equation (37) may_
not be a real offer, W;, but what the individual believes W; to be, or W.

As W may vary in a dynamic setting involving changes in W* and random
arrivals of Wy, we define a fourth wage, W, which we call the final supply
wage. This variable is above W* and reflects past W; as well as the
original W* and W. This variable, W, is discussed in the last part of this
chapter and later serves as a proxy measure W; in computing ¢, the net
wealth from search.
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Equations (38-41) specify the structural equations of the theoretical
model of job search behavior that is tested in this study. Each equation
is a hypothesis suggesting a linear relationship between one dependent
variable, My, other endogenous terms and a number of predetermined
variables, and a disturbance term& that represents the nonsystematic
errors. For notational convenience, we suppress £, Fach equation is
'giveﬁ with a table offering the hypothesized algebraic sign of the co-
efficient variable. Following convention, the equation coefficients
are given in Greek letters, O(i, and the entries to be estimated given in
the corresponding table, are listed in Latin letters, Aj .

The supply wage, %, is given as of a moment in time. For the job
seeker, the value of ﬁ is gubjective, involving consideration of how long
he has been searching, past wage rates, and the method whereby he expects
to find a job. 1In addition, a number of qualitative variables outside the
individual's contrcl, such as age, race, and risk attitude, may‘influence
the choice of Q. Equation (38) expresses these ideas formally. Table 3.2
then offers explanacions regarding the expected effect of each variable on

A
W.

(38) W= * +% Z+o§_P* +0{ Et o§+1‘+°§ At of E+GX Are oot o RE

+ X 0+\>< T+ X H
6 1l i3




TABLE 3.2

ngothegiﬁ

1.

The shorter the
duration of gearch
the greater W

The longer the -
individual expects
to remain on_the job
the greater W

The older, more
skilled, and more
educated the in-
dividual, the
greater W

The greater the
last wage rate,
the greater w
The greater.the risk
propensity, the
greater W

The greater the
index of interview
anxiety, the lower
W

We expect black
race to have nega-,
tive influence on W
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Hypotheses to be Tested Regarding W, the Supply Wage

Sign

Reason for Expected Sign

0
al<

>0

33,84,85>

<0
)

The empirjical studies of Kasper20
and Sobel“®, et.al. and the theo-
retical analysis of Holt22 support
this hypothesis for general age
groups., Also see Gronau and the
sources there. )

Although contrary expectations 2%
expectations following A. Smith

have been mentioned, we expect the

job as a permanent job, the greater

W. Gronau also believed a, O.

Yet his analysis combines our hypo-
thesis a; 0 and aj; 0. He says

that W must fall as Z increases due

to finite time limiting P* and,

hence, total job search benefita.

We believe the effects can be divided.

On productivity grounds we would
expect more experienced and more
trained individuals to be worth a
higher wage, and know it.

Again, the awareness of one's past
worth is likely to influence one's
present éstimate. See Holt26

The bargaining study discussed in
Chapter II suggests this hypothesis.

Interview anxiety is a desire to
avoid conflict28, Hence, general-
ization of this desire would appear
to imply that fear of job rejection,
due to a higher W*, viz a conflict
would cause an indivigual to lower
W* the greater his conflict avoid-
ance index. '

Black men average lower pay than
white men for the same work29.
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TABLE 3.2 Continued

Sign

If the new job is
found through the
State Employment

Agency, we expect
a lower W

<0
410

Individuals with a
job history in a
low-wage occupation
will have a lower
reservation wage.

Persons experiencing
trangportation
problews will have
lower W

Reason for Expected Sign

Research by Kidde:r, Ullman, and
others suggests the best jobs are
found informally 0, Thus, jobs
found by use of a state employment
agency are likely to pay less. The
job searcher, aware of this, lowers
his reservation wage.

Wage rates differ by occupational
category. The individual's supply
wage W should reflect the person's
awareness of this difference.

Being confined.to a certain
geographical region is likely to
lower the number of potential job
offers. Stigler's analysis leads
us to expect a low W_the fewer
number of job offers3l,
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In addition to the variables listed, the individual's.wage discrepancy
score, H, the relative difference between aspired wage and acceptance wage
is likely to affect W. A priori, however, we cannot determine if a large
H is more apt to cause a negative self-evaluation and hence a13‘<0, or
whether added determination to find a higher pay will cause 8137'0.

The cost per week of looking for a job depends first of all on whether
the individual is voluntarily or involuntarily unemployed. Time is valued
as foregone income of the last job and the foregone income is added if the
searcher quit his last job. Secondly, travel costs must be considered by
miles per day and mode of travel. Finally, expected fees to private employ-
ment ageﬁcies and ofher special search costs must be consjidered. Thus, we
define job search coéts, C, as the sum of time, travel, and other costs.
Again, the value of C per week is iikely to vary according to a person's
age, experience in finding previous jobs, and attitudinal characteristics.
The following equation and table present the hypotheses to be tested re-

garding job search costs.

_ At B+ B A+ LA+ BV BR+ ASI+ #8524+ 3S3+8+ A T+HA Y
39 = QT4 36'85’66’/79 &SR ATAL
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TABLE 3.3 Hypotheses Regarding C, The Cost of Job Search

Hypothesis
1. The longer job

search has progressed,
the greater C

The greater a
person's age, the
lower €

The greater the
risk attitude
index, the greater C

Greater financial
assets enable
greater expendi-
tures on search

Black young men
are apt to have
different costs
than white men

METHOD OF SEARCH

Search costs are

apt to be greater

(1) the less the State
Employment Agency
is used

(2) the more direct
application is used

(3) the less friends
and relatlves are
used )

Search costs are
greater the more
average contacts
per week

Sign

Reason fcr Expected Sign

>0
by

p.> 0

0
b4>

An individuval looking for a job
proceeds from the more promising
easily identified pogsibilities
to the more obscure Hence,
his expenditures on search per
week rise commeusurately.

Older young men, when age 18 to 21

may be less likely to have quit33

their last job. Also, from ex-
perience and general labor market
knowledge, their travel in job

search may have greater purpose or

a less random aspect than younger men.

A great risk propensity may lead to
a greater likelihood of quitting
the last job and traveling widely
in search of work.

Security caused by savings, and
other family income enable greatex
selectivity in job search.

Black men use the 3tate Employment
Agency more and direct application
methods less than do whites to find
jobs34. Both imply lower costs,
Blacks have greater quit races:”

this implies greater costs., A priori
we cannot say which will be greater.

The method of search influences the
cost per week of looking for a job
mainly by travel costs incurred in
obtaining job information.

The more the average contacts per
week, the greater the travel costs
and hence the greater C.
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8. Travel problems

will reduce search
costs o

A priori, the effect
of non-work income

on search cost level
cannot be determined
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TABLE 3.3 Continued

Sign Reason for Expected Sign
<0
blO Travel problems will cause less
door~to-door applying and hence
less search costs.
b4 = ? Whether young men will simply

not try as hard to find a job if
they have greater non~work income,
b10<(% or whether %hey will look
on the non-work income as a source
of financial security enabling
even greater search efforts cannot
be determined a priori.
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The duration or length of looking for a job contrbls and is controlled
by several factors such as: the wage a youth will accept, the length of
time expected on the next job, how long it took to find the last job, and
a number of attitudinal and demographic variables. Formally, these ideas
are expressed aé:

(40) Zz = 'a—+ d-W-l- d"P* 0’A+ d"B+ ¢R+ g ¥t oVt a—Al-!- o"'A3+d'J+

0 1 2 +3 4 5 6 7 8 9 10

H+o T+ g Q
11 12 13
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TABLE 3.4 Hypotheses Regarding Z, the Number of Weeks of Job Search

Hypothesis

1.

4.

The greater the
reservation wage,
the longer Z

The greater the
expected duration
of the next job,
the greater Z

The older a worker
the shorter Z

The greater the
number of depen-
dents, the shorter
job search

Black young men
are expected to
search longer than
whites

The greater the
individual's finan-
clial assets and non-
work income,
job search will be
prolonged

the more

Sign

Reason for Expected Sign

0]
V1>

V2>0

v3<()

Veav7 >0

See Proposition I Chapter II for a
formal derivation. Loosely, the
greater W¥, hence the greater W,
the more restricted the sample of
acceptable offers, and hence the
longer sampling must continue
before finding an accegtable offer.
Also see Stevens paper 6,

In balancing total costs and benefits
of job search, the individual expect-
ing the next job to last longer

might be willing to search longer

for the next job., Expected job
length and search length are
compliments,

Experienced and older workers aged
20 and 21 years will suffer less
hiring discrimination and hence
find work faster than younger
workers.

The financial burden of dependents
will force the job seeker to be

less selective and hence more
readily accept a job. See Steveng
and The 1972 U.S. Manpower Report37.

The suggestion for this hypothesis
comes from black-white unemployment
duration for youth 14-2438, which .
show blacks have greater average
unemployment duration per spell of
unemployment .

The need to accept a j % is reduced
the greater the pecuniary rewards
from not working. For evidence
using artificial data see Noel M.
Edelson3?. 1In addition, Gronau 0
and Mortenson™" point out that the
preater non-work income is likely
to cause a higher supply wage,
which in turn will lengthen the
duration of a=arch.
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TABLE 3.4 Continued

Hypothesis Sign Reason for Expected Sign

7. 'The greater the Looking for a job where wage rates
individual's risk v8>'0 and job length are uncertain is
index, the longer similar to participating in a game
job search duration of chance. The greater one's

willingaess to gamble, the greater
the propensity to —:ontinue to

draw an observation. The implica-
tion is that risk attitude and
search duration are positively

related.

3. The preater the Sheppard and Belitsky found +hat of
achievement value v9<;0 those workers finding jobs in lesc
index, the lower than five weeks, 36 percent were
the length of job high in achievement values, as
search. compared to only 22 percent of

those unemployed five weeks or
longer™<.

9. The greater the Empirical evidence is mixed regard-
extensiveness of Vio = ing the expected effect on search
job search, the length of the number of companies
duration of unem- checked. Sheppard and Belitsky
ployment may be found that workers who found new
shorter or longer jobs checked more companies than

those still unemployed43. Similarly,
David Stevens, in his Pittsburgh
study, found that workers with more
contacts found jobs during the two
week period after registering with
the state employment office. How~
‘ever, the reverse held true for
those clients interviewed six weeks
after registration. That is, job
searchers unemployed more than two
weeks who had fewer contacts were
more apt to find a job than their
more industrious counterparts.

10. The greater the wage > 0 & greater wage discrepancy score
discrepancy score, Vil is indicative of behavioral
the longer the job rigidity or inilexibility which is
search likely to prolong the duration of

search. See the second section
of this chapter for evidence and
further discussion.
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11. Individusals with

12.

transportation dif-
ficulties will exper-
ience longer search
duration

Individuals who

have quit their last
job are apt to search
a shorter time period
than those unemployed
otherwise
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TABLE 3.4 Continued

Sign

>0
V12

Reason for Expected Sign

Several studies have suggested the
lack of a car restricts the area

of search and the geographical area
of acceptable offers. See, for
example, Kidder 5 and Stevens .
However, neither found the variable
to be a prime reason for restricted
and longer job search.

The individual who has quit his
last job incurs an opportunity cost
of search and usually sacrifices
his eligibility for unemployment
compensation., Furthermore, he may
have quit his last job with another
and better job in mind. These all
support a shorter search duration.
Howeveyr, in the case of blacks, who
have 2 higher quit rate, the effect
of race may override the aboxe con-
siderations and maie v13> 0 47,
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Thé duration of work in the next job is the fourth dimension con-
sidered by the job seeker. The job search variable determining the net
value from investment in search, such as how long the individual has °
looked and what wage cut-off he has set are likely to affect how long the
individual will remain on the next job. 1In gddition, job mobility
studies feveal that education, age, and race affect job turnover rates.
Finally, job duration behavior is likely to be influenced by past job
search efforts, and the individual's attitudinal characteristics.
Specifically, these ideas are shoﬁn as:

(41) Px = gt AWt Az+ At AB+ AR+ v Aal+ £A3+ Ao+ L B
1 2 3 4 5 6 7 8 9 10



TABLE 3.5

prothesis

1.

A
The greater W,

the longer P

The longer the in-
dividual has looked
for work, the longer
he will remain on the
next job

The older an individual,
the longer ke will re-
main on -the next job

The fewer years
2f formal educa-
tion, the sherter
P*

Black men will

nave lower expected
work durations

than wh'tes

The longer a man
worked at his
last job, the
longer he will
remain at his
next job

The greater the
individual's risk
propensity, the
shorter p*

Hypotheses Regi: "

g2>0

>0

0
86>

g7<0
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the Duration of Work on the Next Job

Reason for Expected Sign

Although A. Smith may have correctly
identified a human motive of willing-
ness to excggnge low wages for

steady work ~, we believe the
stronger tendency is to hold fast

to a j~b paying at least the in-
dividual's acceptance wage.

In terms of equation (36), a greater:
cost of job search is apt to cause

a longer work duration in keeping
with maximizing the net wealth from
investment in job search. The ex-
ception may be in the case of

blacks where a greater turnover

rate and longer search periods may
cause g2<-0.

A recent review of correlates of
mobility found every type of
mob&&ity declines with advancing

age Similarly, the Ohio State
Longitudinal Study found the average
length ogoservice on a job increased
with age” " .

Empirical- evidence on interfirm
mobility finds youth with less than
a high school diploma are apt to
change employers more'rap§§1y than
those with more education™ .

National data reveal blacks have
higher turnover rates tk~=n whites
For young men, blacks #ie more
likely to change jobs tchan whites
even after allowing for educational
and cccupational differences.

As the wage sought is based on the
last wage, the length of time of the
next job is related positively to
the likely length of time on the
next job.

There is a risk involved in changing
jobs as all dimensions of a job cau-
not be known without first hand
experience. Thus, the greater an
individual's propensity towards
risk, the more apt he is to rapidly
change jobs.
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Hypothesis Sign
8. The achievement

10.

ke

value index influ- g8=?
ences the level of

P* but the algebraic

sign cannot be deter-

mined, a priori

The more companies

an individual comu- g9>.0
tacts, the longer

he will remain at

the next job

Those individuals

with dependents g10> 0
will remain longer

al. the new job

than those with

no dependents

Reasons for Expected Sign

Sheppard and Belitsky found an
index of achievement value related
to job search behaviord4, However,
it is not clear from their dis-
cusion whether the individual will
fulfill his need to achieve more by
working longer at a new job or by
standing ready to quit and move
quickly to the next best oppor-
tunity.

Confidence in having made the
correct choice is likely to stem
from having learned more about
available labor market oppor-
tunities. Direct company gate
inquiries is one way an individual
gathers labor market information.

Although relatively few young men
are expected to have dependents,
the implication of national data

is that those having dcpendents are
more attached to the labor force.

For example, the 1972 Manpower

Report of the President shows
married men with a spouse present
have higher participation rates and
lower unemgloyment rates than do
single men >, This suggests the

" length of a job may be greater if

dependents are present than if the
individual was single.
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In this chapter, we have added three important variables to the list
of factors affecting job search behavior: risk, attitude, supply wage,
and wage discrepancy score. Iwn addition, we have developed a geﬁeral .
model of youth job search behavior. Equations (37) through (41) comprise
this mocel: behavioral equations (38) - (41) form the structural
equations of the simultaneops-equation model that will be tested using
survey data in this study. The next chépter presents the statistical
results of the study and the assumptions underlying the hypothesis tests

performed.
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CHAPTER 1V u

AN ECONOMETRIC ANALYSIS OF YOUTH JOB SEARCH BEHAVIOR

This chapter attempts to explain youth job search behavior, and
involves the use of survey data to estimate the parameters of an econo-
metric job search model. There are three main parts to the chapter:

(1) definitions of'the terms used in the study, (25 presentation of the

statistical model and statistical assumptions involved in estimation of

the pciameters nf the search model, and finally, (3) presentation of the
results of the analysis.

The results fall in two genersal cétegories., First, regression esti-
mates of the parameters of the job search model are given, using a two-
stage least-squares estimation procedure. 1In the second section of the
results, the solution values of the endogenous variables of the job search
model are used to comparenthe net value of the investment in job search

. between white and black youth.

Data Sources: Definition of Terms Used in the Study

In Table 3.1 of Chapter III, we listed four endogenouc and nineteen
exogenous variables used in the simultaneous-equation job search mod«i.
In this section we indicate how these variables are measured.

, ,

Eandogenous Variables>

(a) W, the Final Supply Wage

The net value of investment in job search was cumputed by using a
wage figure that reflgcted a wage offered and aéceptea by the individual
seeking a- job The young men in this study were asked, '"What is the
minimum hourly wage you would accept at present?" For this study, the
vénswar to this question was used to estimate Q, the final supply wage.

-

e
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There may be some objectiun to this procedure since the answer to the
question is a mcasure of W, the lower limit of the relevant wage range,
or resetrvation wage of equation (33) Chapter 117, and hence, may be an
underéstimate of the true hiring wage, ﬁ. But, the interviews topk place
while the young menr were unemployed. Since we can assume that their
finding a job immediately after the interview was unlikely, and since we
have hypothesized in Table 3.2.1 that the supply wage falls ¢+ a function
of duration, the answer to the question may not underestimate their true
. )

hiring wage, W.

(b)Y C, Cost of fearch Per Week

The cost-of-search measure used in this study is the sum of direct
expendi:ures, travel costs, and foregone ingpme. The first category in-
cludes the anticipated costs of moving, fees to‘private agencies, and

{

miscellaneous expenditures. In addition, letters written, arbitrarily
valued at one dollar each, as well as long distance phone calls were
included in direct expenditures. Travel costs were estimated from data
obtained on first and second travel mode, and miles per day per model .
For individuals walking or hitchhiking no travel cost was computed. For
those traveling by bus and averaging up to three miles per day, a cost of

40 cents per day was estimated, for 40 cents was the one-way fare for any

one-way ticket with the Indianapolis Transit Authority. Bus travel of

o

o

more than three miles was valued at 80 cents per day.* The value of job

search by car depended on car ownership. If the car were owned by the in-

dividual, travel costs were valued at 10 cents per mile, as recommended by
2

Walters“. If the car were borrowed, a nominal rate of 5 cents per mile

‘was estimated. Taxi fare was valued at one dollar per mile as the estimated

Because the potential distance traveled on 40 cents could have been
Q 1 block of 15 miles, and average length of bus travel per trip was not
E l(i ~ available, the three mile qutoff was adopted. :

Aruitoxt provided by Eic:
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average Indianapolis fare. (This mode was mentioned by only one person
out of 300 interviewed.) 1In cases where two methods of travel were
glven, the costs were divided in-proportion to the miles used in each
mode. Midway in the sample it became apparent that not all individuals
looked for a job the same number of days per week. & partial éamplé
revéaled 3 days per veek as an ajpproximation to the average days per week

'actuallx spent searching. Travel costs per week were then estimated as

3 times daily travel costs. The 1a$t category of search costs is foregone
income. This expense was added>only for those persons who had quit their
last job, as opposed to being laid off. 1Its value per week was estimated
as the average hourly wage rate of the last job times the average hours
per week worked at-the last job.

(c) Z, the Length of Search in Weeks

This variable was measured as the answer to the question, '"How many
weeks have you been looking for work?" This measure approximated total
search time before the end of search; the approximation is due to the
sample design.

(d) P*, Expected Weeks on New Job

"How long do you expect your next job to last in months?" was the

question asked. Two problems arose infinterpreting this answer. .First?3,
percent of the black clients and 30 percent of the whites gave non-
numerical answers. In these cases the answer used in the analysis below
was estim ted as the numerical average of the length of service or past
jobs. This may be an undcrostimate of the answer intended for the question.
The second difficulty was more subtle, bur may have been lessened by the

solutfon Lo the Tlest problem. Specifically, the distinction between

aspired length of service on the next job and what the client really
. ’ : ™~
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believed his next work duration may not have been clear in the answer glven.
The more that aspirations influenced the answer, the greater the length,
or -expected work duration given. Also, since the interviews were con-
ducted in an emplbyment agency, theré was, undoubtedly, some suspicion
that the survey staff might affect their job-finding. Thus, answers ac
to how long the individuals expected to remain at,the next job were
probably inflated. 1t was considered that the adjustment made for non-
numerical answers counteracted possible inflations due to the second
dffficv'ty.

" Predetermined Variables

(e) -~ (g) A, Age in Years; E, Formal Education; B, Number of _
) Dependents. : '

Age and education variables were estimated to the nearest year. The
number of dependents was the answer given to, "How many persons, not count;
ing yourself (and including your wife even if she works), are dependent
upon you for at least one-half their support?" The answers to all three
variaSIes, A, E, and B, were found consistent in comparing the answers to
the qpestionnaire and state employment service application fbrm answers.

(h) L, Composite of Informal Skill Training

‘This variable was a linear summation of the training months in the
following: unions, apprenticeship programs, private employment, military

service, training programs, federal manpower programs, and other agencies

proQiding training. Military service training was valued at 6 months.*

(i) R, Race

Determination -f race followed the guidelines of the Indiana Employment

[4

Service. For purposes of this study, the variable was treated as a dummy

*The figure 6 months was chosen to give uniformity to that portion of
military life"given to training. It is admittedly somewhat arbitrary, but
no less so than the alternatives, i.e. treat the entire 3 year service as
a training period vs. assume no on-the-job training and strictly take hours
in military school.
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where R = 0 was a white client and R = 1 was a black client.
(j).Y, Non-Work Income per Week
The measure for this variable used in the regression analysis combined
two separste estimates. The [irst element was the numerical answer to the
question, "What are your current means of support?” Odd jobs, unemployment
compensation, and past savings were the main items included. The second
element in measuring Y was a linpar combination of average financial aid
from parents,.wife's income, financial contributions from other family
members, and family welfare or illness benefits. All figures were con-
verted into average weekly wvalues, |
jome of the young men in the survey were living at home and given free
room and board by their parents., Although such parental provision is non-
work income to the young men, we have not included an estimate for shelter
in estimating Y. The reason is that the private marginal cost to the
parent of providing an extra bed is likely to be very smail. For free
meals of young men living with parents or relatives, we estimated the
weekly addition to income as $6.75. The figure was derived in several
steps., A daily poverty food expenditure for the young Indianapolis men
was first estimated as 75 cents, a 1966 figure from a Department of
Agriculture surQéy3. Next, the figure was inflated by the rate of increase
between 1966 and 1971 in the food portion of the Consumer Price Index.
Finally, the daily food figure was converted to a weekly value. Equation
‘:(42) provides a summary of the values included in the final measure of non-

work income.

(42) Y = (Current Means of Support)+(Parental Financial AidtWife's
Incomet+OtherFamily Financial Aid4Welfare and Illness
Benef1ts)+tFood Provision)

(k) V, Assets in Dollars
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A composite measure of assets was developed in the study and was

defined as follows:
e /

(43) Assets = Value of...Car+Business+Houset+Securities

Where: Each value was converted from a stock value
into an aunuity flow value accordiag to the
following formula%.

.y N
Cot (1+1)

(1+i)n"1

(44) C=

Where: = Stock Value
Discount Rate
Time Horizon

Annwity Flow Value

]

]

. Co
1
n
c

,The car value was determined by asking the respondents to identify
their cars by year and model and by then refertviny to é December 1971
area "Blue Book" of used car values®. The Blue Book value was then taken
net ﬁf remaining car payments and equation (44) applied with a life
expectancy of 45 years and a discount rate of 14 percent. The life
expectancy is the expected work-life of the young man aged 20 years. It
is the relevant figure on the érounds that a man with a car now will con-
tinue to have a car at least as valuable throughout his active years. The

discount rate is the Indianapolis area annual average loan rate on used

automobiles as of October 1971; incidentally, 42 percent of the black

o

clients had cars vs. 66 percent of the whites; corresponding Blue Book
values averaged 840 dollars and 735 dollars, respectively.

The other entries in equation (43) were determined aslfollows.
Securities were taken in whole value ahd_convérted using equation (44)
and a time period of 45 years ané as percenk discount rate. The hSQ;é,
business,_and other prbperfies were taken'net of interest, tax, and

mortgagé'paymenf. The time period was 45 years with a 5 percent discount
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figure for the house. For business values, a time of 45 years aud a 5
percent interest ra.e were assumed., The time period for these gdditional
assets again was selected for expected work 'ifz  The discount rate of
5 percent approximated the net yield on securities, businesses, and other
property.

(1) W, Hourly Wage Rate of Last Job

This variable was estimated from wage and salary data. Questions were
asked regarding pension plans, health insurance, and supplementary unem-
Eloyment benefits, and attempts we;é made to add the monetary value of
these fringe benefits to the hourly wage rate. The attempt Qas unsatis-
fgctory, however, due to the wide variety of answers given, as well as
our suspicion that the clients did not understand the questions, gave
fictitious answers, or were too ybung to include these types of fringe
benefits in their vector of factors for evaluating a job.

{m) N, Weeks Worked Last Job

This variable was considéred to be the interval between beginning and
ending the last job. As the'job history survey covered only two years,
those whose last job began before October 1, 1969 were assumed to have
started work on that date.

(n) - (p) AL, Risk Attitude; Ay, Interview Anxiety; A5, Achievement
Value -

Much credig for pioneering the use of attitudinal and opinionid
measures in manpower research, specifically in investigation of jqb search
behavior, must po o Harold L. Sheppard6. Actually, the guestions asked
of the clients in this study on interview anxiety and achiovc&unt value
were usced prcviéusly in Shepﬁard's>Erie, Pennsylvania, étudy ofvunemployed

job searchers. These questions éppear in Table 4.1 and Table 4.2 Although

(=,
Ny

342

the original questions for 4, and Ay are ‘the same as Sheppard's, he ‘
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.developed his indexes by assigning numerical weights to the answers and
designating the ubper and lower qﬁartile as high and low scores7. We
found two objections to Sheppard's methodology. First, his numerical
weights ¢.d not allow for relative differences. in ghe strength of“differ-l
ent questioﬁs in contributing to a behavioral index; each weight was
identical. Secondly, division of the scores into‘quartiles and then
basiﬁg most analysis on the upper and lower quartiles were too arbitrary.
Why not decilés or some other measure?

In this study we developed attitudinal indexes using factor analysisa.
The goal of developing indexes for use as explanatory variables was the
same as Sheppard}s; but in this case, different weights were as;igned
the answers to the different questions and regression analysis was used
to build the final scores. 1In addition, ﬁactor analysis afforded a
method of measuring gq§“degree to which the questions axked covering one
aspect did, in fact, géasure only one éspect or factor.l !

The factor analysis routine used in developing each attitudinal index
involved several stépsg. First, a principal-component solution was
deQeloped using an interative scﬁeme. Next, in order to_extract factors,
an orthogonal rotation of the solution waslperformed using‘a varimax
criterion. From this rotation, factpr score coefficients were developed
that were used as regression weight;.

“Table 4.1 and Table 4.2 show how the indexes for interview anxiety
and achievement values, respectively, were estimated. In each case, the
raw answers were converted to numerical weights ;, 2, 3, 4. The;e raw
weights were then converted into standardized or'Z;scores. Finally,
the composite Interview Anxiety Sé;re was buiit by adding each of the

separate question scores,
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TABLE 4.1 DERIVATION OF INTERVIEW ANXIETY SCORE, A)

83. 1 would like you to tell me something about the way you feel
when you know you will be interviewed for a job. At that time,
do you feel: Very sure of yourself? Fairly sure of your-
self? A little unsure of yourself? Very unsure uf your-
self?

84. Before being interviewed for a job, some people are aware of
an "uneasy feeling." How about yourself? At that time, are
you: Very much aware of {t? Quite aware of {t? A little
bit aware of it? Not aware of {t at all?

85. Before beiny interviewed for a job, would you say that your
heart beats: No faster than usual? Somewhat faster than
usual?___ Much faster than usual? Very much faster than
usual?

86. Before being interviewed for a job, how moist do the palms of
your hands become? Are they: Very moist? Fairly moist?
Just a bit moist? Not moist at all?

87. Before beinginterviewed for a job, do you worry: Very much?
A fair amount? Hardly worry? Not at all?

83. Before being interviewed for a job, do you perspire: Very
much? A fair amount? Just a bit? Not at all?

£9. Before being interviewed for a job, how nervous would you say
you usually feel? Very nervous? Fairly nervous? A bit
nervous? Not nervous at all?

90. After being interviewed for a job, how much do you worry about
the results? Not at all? Just a bit? A fair amount?
A great deal?

A. = Interview Anxiety Score*= -0,081(Var083)+40.156(Var084)-0.193(Var085)
40.120(var086)+0.259(vVar087)+0.133(var088)
+0.287(var089)-0.088(var090)

Where, for example, -0.081 is a factor score coefficient,or regres-
sion weight, and (Var081) is equal (answer to #81 - mean of #81)/
(standard deviation of #81)

*
The minus signs reflect those questions where the order cf the required
answer was reversed from "greater to less'" to "less to greater.”" This
was done as an added consistency check.
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TABLE 4.2 DERIVATION OF ACHIEVEMENT VALUE SCORE, A3

Now 1'd like to get your reactions to some things that people have
different opinions on. Do you strongly agree, agree, disagree, or
strongly disagree with these statements?

91. In his work, all a person should want is a secure, not-too-
difficult job with enough pay for a nice car and home.
SA A DA SDA

92, The wise person lives for today and lets tomorrow take care of
itself. SA A DA SDA

93, When a person is born, the success he will have is in the cards,
so he may as well .accept it. SA A DA SDA

94, It is best to have a job as part of an organization all working
together, even if you don't get individual credit.
SA A DA SDA

95, Don't expect too much out of life and be content with what comes
your way, SA A DA SDA

96. Planning only makes a person unhappy since your plans hardly ever
work out, anyway. SA A DA SDA

Aq = Achievement Value Score = 0.155(Var091)40.224(Var092)+0.266(Var093)
+0.050(Var094)+40.278(Var095)+0.284(Var096)
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For visk attitude score, two measures were developed. First a
financinl risk score was JeriVQd ad the welghted sum ot the answers to
questiony #97, #99, 7101, These three questions were {dentified as
indicative of a single factor atter analyzing the rotated factor matrix.
A second measure of risk, physical risk, was derived from the answers to
questions #9Y8 and #100, The recason only five questions were used out of
nine questions asked was that answers to questions #102 through #105 did
not appear to be closcly associated with or belong to the same factor as

did the two sets given,



r TABLE 4.3 DERIVATION OF FINANCIAL RISK SCORE, AyF

Now I would like to ask a few questions about your likes and dislikes
and habits in everyday life. There are no right or wrong answers “o
these questions; one answer can be just as good as some other answer.

97. Do you like to bet with very small stakes just for the kick you
et out of ganbling? Yes Cannot decide No

99. Do you like to play games and bet on your chances of winning?
Yes Cannot decide No

101. Do you like to bet money on athletic events?
Yes Cannot decide____No_
104, 1If I offerec ,ou $10 now or $15 in 10 days, which would you prefer?
§15 in 10 days_ Cannot decide $10 now

105. Which would you prefer, a job which paid you a lot per week but
left you with the chance of frequent unemployment or a lower pay-
ing but steady employment job? High pay, frequent UE

Cannot decide Low pay, steady

AJF = Financial Risk Score = 0.471(Var097)+0.436(Var099)+0.182(Var101)

TABLE 4.4 DERIVATION OF PHYSICAL RISK SCORE, AP

98. Would you like to race with stock car drivers?
Yes Cannot decide, No

100. Would you like to drive a "hot rod" in a race?
Yes Cannot decide No

102. Would you like to be a test pilot? Yes Cannot decide No

103, Would you like to work as a flying trapeze acrobat in a circus?
Yes Cannot decide No

AP + Physical Risk Score = 0.490(Var098)+0.499(Var100)
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(q9) - (8) Sy, S§3, 53, Methods of Scarch

Several authors have distinguished between search methods used and
those methods actually resulting in job findinglo. This study recognizes
the distirction, yet the particular sample design of Lhis study did not
enable us to use actual methods of job finding success. Instead, we uscd
data on what method the still unemployed individuals believed would work

-

for them in finding a job,

5] =1 {f believe next job to be found through state employment
oftfice; O otherwise
Sp = 1 if believe next job to be obtained by direct application;

0 otherwise

S3= 1 1if believe next job to be found through friends and relatives;
0 otherwlse

(t) J, Extensiveress of Job Search

This variable was measured as the average number of companies person-

ally contacted per week of current job search.

(u) 0, Index of Low Paying Office

Persons wnose last job was in a service occupation averaged $ 1.67 per
hour relative to the overall average of $2.35 per hour. To indicate this
downward shift in pay scale, 1 was used if the last job was a service

occupation; 0 otherwise.

{v) H, Wage Discrepancy Score
This variable was defined as the relative difference bgtween the
aspired and reservation wage. These variables, in turn, Qere estimated
as answers to the questicns, "What hourly.wage rate would you like to
earn on this job you are looking for?" and "What is the minimum wage rate
you would accept aé present?"
[ERJ}:‘ (w) T, if Travel Problem

IText Provided by ERIC b n 2o
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he had access to a car.

(x) Q, Index of Voluntarily or Involuntarily Unemployed
This variable was defined as a dummy variable where Q » 1 if the
client ifndicated he quit his last job; O otherwise.

Assumptions Regarding the Theoretical Specifications Which Enable Empirical
Parameter Estimation

in the last chapter we offered four equations (38) - (41) representing
linear velationships explaining job search behavior. To enable us to make
estimates of the parameters of the job search model and to allow us to
make subsequent statistical inferences about the population ol all Indiana-
polis youth using the State Employment Service, we use a model of how the
observations were gencrated. For now, assumc equation (45) represents a

general form of job-search model.

(45) M, = %f Rysps; t6 5 1i=1,...,281
i =1 J/°J i
Where: M is the 281 x 1 vector of observations on the
dependent variable
a 21 x 1 vector of coefficients
R a 281 x 21 matrix of observations on the
independent terms
€ a 281 vector of residuals
In this study, estimates of the/oj and € are based on 281 sample
observations. Their cross-section joint observations of M and R are a
sample frum a population of such joint observations. Certain assumptions
are required if we are to estimate the regression coefficients and the
parameters of the distribution of the error terms, and, hence, make
inferences about the population from these sample estimates. The

requisite assumptions are those underlying the classical linear regression

model, which are:
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(1) The sample of 28] joint observations is a sample
from a population in which theve i{g o conditional
distribution of M for every ret of values of R,,
RZ""R g+ The mean of the conditional dlstri&ution
13 a lincar function of Ryy.. Ryg, the variance of
the conditional distribution {g constant, 1In
addition, we assume that successive Md(dul,...281)
are independent of one another. For any single ob-
servation, M depends on the Rj and a disturbance term.

(2) Concerning the R,, we require that no exact linear
relationship exists betwecen R, and Rk (for all j and
k). Also, the regressors are nonstochastic which
Iimplies that the disturbance is distributed independently
of the exogenous variable Rj.

(3) The disturbance € ; has a mean of zero and a constant
variance. In addition, each ¢ i is independent of every
€, for all i#k.
How well are these assumptions met in the present analysis? 1In the
first place, equation (45) {is not quite an accurate representation of a
simultaneous-equation model of job search since some "dependent' terms

determine other '"dependent' terms., Equation (46) thus amends equation

(45) as follows:
(46) m = MI/S +Rlz( + €

Where: my 1is the 281 x 1 vector of observations on

the dependent variable

M; 1is the 281 x g matrix of observations on
the other endogenous variables in ti.e equation

B is the g x 1 vector of coefficients attached
to the variables in M

Ry 1is the 281 x k matrix of observations on the
predetermined variables appearing in the equation

A is the k x 1 vector of coefficients associated
with R, and

€ is the 281 x 1 vector of disturbances in this
equation.

To correct for the possibility that the estimators of equation (46)
will be biased and inconsistent, the present analysis.gestimates the
parameters using a two-stage least squares procedure, which is also known
as the "generalized classical.linear" methodll,

Basically, the two-stage least squares technique replaces the M; with



a computed matrix Ml' which 18 purged of the stochastic clement. This
step is Stage 1 and involves the regression of all endogenous variables
on all the exogenous variables in the simultaneous-equation system. Stage
2 then performs ordinary least-squares of m on My and Ry. That is, the
sccond step involves regressing the dependent endogenoug variables on the
estimated, Independent endogenous variables in the equatfon, and the exo-
genous variables in the equation.

A second broader issue regarding empirical estimation of equation (46)
is that of identification, or whether a structure can be inferred uniquely
from the model and a suitable set of datal?, As they are presented in the

last chapter, cquations (38)-(41) are overidentified. Specifically, the

numerical difference between the pre-determined variables in the system
but not in the equation is greater than the number g-1 of endogenous
variables appearing in it less 113. In symbols,
(47) k-Jd>g-1
Where: k predetermined variables in the System
J predetermined variables in the system,

but outside the ith equation

g endogenous variables in the ith

equation

For estimation purposes, a problem is created in that the condition
expressed in inequality (47) implies there are more estimating equations
than unknowns. The equations are inconsistent and have no solutionl®,

Fortunately, again the method of ﬁwo-state least squares affords a
solution. Our goal is to gstimate the/s and A of equation (46). 1If we
premultiply each term in (46) by D, the matrix of data for all the pre-
determined variables in the model, we obtain

(48) m = D(M; * R;) E’i; + De
Next, using an Aitken éstimator, since the elements of the disturbance

vector D¢ are not independent, we can derive an estimator of QJA) that

is equivalent to two-state least squares. This estimator will be
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unbiased, consistent, and asymptotically normalld,

The matn pon, in this study {5 to examine the influence of race on
youth joh scarch behavior, The method of, investigation we have selected
fv repression analysis in which we are interested in vomparing whether
scety of coct{iclienty {0 lincar rvegressions for whites ave equal to the
sels of coetticlents for blacks. Two statistical techniques were con-
siderced for analyzing the black/white differences.

The {irst technique involved an analysis of covariance in which we
would have tested fur differences in slopes in separate black and white
regressions. The method, rcferred to as the Chow test, was rejected as
inappropriate s‘nce the Chow test involves computing an F-ratio of re-
gressions for separate and pooled samplesl6; whereas, two-stage least
squares has no such summary statistic as an F-ratio. A second technique
considered was that in which we investipate whether the intercepts differ
by race, siven the slopes are equal, This sccond method is analysis of
variance. Recently, a pair of articles by Damodar Gujarati suggested a
dummy variable technique that combines the richness of the Chow test with
the analysis of the variance, As an example of the technique see the

footnote below.

Equation (') presents an example which shows the essence of this method in
simplest form:

(49) s =a +aP +a, v + ay (DYi) + U;

Where:. =1,..., N1 + N2 observations

Savings :
Disposable Income
A dummy variable equal to 1 for the
war years; o otherwise
Uj = error term

i
S
Y
D

This example is the familiar Keynesian consumption hypothesis where special
consideration is given the effect of war years on the relationship between
current savings and current disposable income. Notice the dummy variable D
has been introduced in both additive and multiplicative forms. The slope
coefficients aj) and aj estimate the differential intercept and the differ-
ent slope terms, respectively. The statistical significance of a; deter-
mines the whether or not the war affected autonomous spending. If a; is
significant, the intercept for war years N; is given by (al + ag); if ay

is not significant, a, is an estimate of the common intercept term of both
sets. Similarly, a statistically significant a3 indicates a marginal

propensity to save of (ay 4 aj) for years Nj, and an mep:s of ap is in-
fFerrad 1f a~ iq nat cionifirmant )




An amended form of the Gujerati dummy variahle technique was used in
the present analysis to estimate the differential {mpact of race on job
search behavior. The tcchnique was "amended” in that all explanatory
variables were not muliplied by the variable race. There were two
reasons: Iirst, past empirical and theoretical grounds give us no
reagson to believe all of the exogenous variables specified in TABLE 3.1
will be different between race, Secondly, one of the fundamental assump-
tions underlying the classical linear model, assuwption (2), was that no
exact linear relationship exists among the exogenous terms. In addition,
although an exact linear relationship may not exist, a serious condition
is that where all or some of the explanatory variables are highly but
not perfectiy collinear.

The main difficulty with multicollinearity is that the precision of
estimation falls so that separating the relative influences of the differ-
ent explanatory terms becomes very difficult. For example, assume a
regression cquation givaiby:

(50) Y=a+bx+c:»

If a correlation exists between x and 2, estimation of Y by both x
and 8 may still be valid, but, the effect of a change in x (or 8) upon
y when 2 ( or x) is conceptually held constant cannot be determined.
There are three aspects to this loss of precision: specific estimates
may have very large errors; these errors may be highly correlated; and
the sampling variances of the coefficients will be very largels.

There are several means of determining multicollinearity of the
independent variables yet the ultimate decision as to what corrective
recourse to make must be subjectivelg. One‘cbvious solution is to select
only highly independent variables for inclusion in an equation evea though

this means dropping from the equation a theoretically plausible variable.
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Implied {8 a tradc-off: proper theoreticai model specificaticn vs, reduced
confidence {n the empirical estimates to the extent high covarfances exist,
The decisf{on regarding what constitutes a proper trade-off{ depends on the
poal of the resesrch. Two maln goals of this study are: (1) to estimate

solution values to the dependent variables of equations (38) - (41), or

Q, C, 3, P, and (2), to estimate the separate {nfluences of selected
cconomic, demopraphic and behavioral characteristics or W , C, 8, P*,
For goal (1) multicollinearity is less of a problem thaa for goal (2)
where the statistical significonce of the separate exogenous terms will
be reduced duc to the likelihood of very large crrors in the estimators.
Because of the trade-off between theoretical specifications and
empirical estimation, and because of the dual goals of the «tvuy, a fairly
liberal judpement was made regarding a cut-off figure as to what d*d or
did not constitutec excessive multicollinearity. Jf th: square of the
simple correlation coefficient between any two prede 2rmined variables
R; and Rj (for i ¥# j) exceeded .40, then one of tt ariables was dropped
from the equatinn in question. For the Gnjarati dummy variable method
described above, the data of TABLE 4,1 are the most important elements of

the larger coefficient matrix.

TABLE 4.1 contains each of the original twenty predetermined variables
of the job search model, two new variables for assets and risk attitude, and
twenty-one new variables created by multiplying the dummy variavle, race,
with every other one of the predetermined variables. The issue is whether
or not we can accept for inclusion in the job search model the multiplica-
tive dummy variable fcims since they may cause excessive multicollinearity.
As earlier suggested, the question is really one of degree, or willingness

to accept a theoretically valid variable even though it may cause errors
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TABLE 4.1 SELECTED ZERO ORDER CORRELATION COEFFICIENTS
OF PREDETERMINED VARIABLES IN THE JOB SEARCH MODEL

1. AR 11. Ay " R
R, Race 0.996 R, Race 0.695
A, Agc 0.002 A2, Interview Anxicty 0.629
2 E 'R 12. Ay * R
R, Race 0.993 R, Race -0.130
E, Education 0.114 A3, Achievement Value 0.708
3 B R 13. 51 R
R, Race 0.339 Kk, Race 0.380
B, Number Dependents 0.624 81, if State Agency 0.636
4 LR 14, S, * R
R, Race 0.227 R, Race 0.554
L, Informal 0.707 S5, if Direct Applica- 0.604
tion
5 Y *R 15 §; - R
R, Race 0.384 R, Race 0.570
Y, Non-Wurk [ncome 0.679 53, if Friends and 0.547
relatives
6 Vi ' R 16 J R
R, Race 0.242 R, Race 0.529
Vi, Assets 1 0.816 " J, Average Weekly 0.257
Contacts
7. Vo * R 17. N *R
R, Race 0.373 R, Race 0.556
V,, Assets 2 0.607 N, Weeks Last Job 0.604
8. Ww*R 18. , 0 -R
R, Race : 0.899 R, Race 0.570
W, Pay last job 0.189 O, 1f Service Occupa- 9.547
tion
9. (A F) - () 19. . H "R
R, Race -0.126 R, Race 0.647
A, Financial Risk 0.680 H, Wage Discrimination 0,612
Score
10. (Ap) (R 20. T + R
R, Race 0.156 R, Race 0.648
A1P, Physical Risk 0.697 T, if Travel Problem 0.686
21. Q - R
R, Race _ 0.453
o Q, if Quit Last Job 0.578
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in parameter cstimation. Using the criteria mentioned above, if the
squarced simple correlation exceeds .40 we drop the multiplicative term.
Thus, we are left with the following multiplicative form variables:

3, 7,13, 14, 15, 16, 17, 21, where the numbers refer to correspondine
entvies 1n TABLE 4.1,

Another variable included in the theoretical specification but
dropped from the empirical estimates is 0, the index of a low-paying
occupation on the last job. The oaly place the variable appears is in
equation (38) which estimates ﬁ, the final supply wage. As W, the hourly
pay of the last job appears in equation (38) there is a serious theoret-
ical question regarding whether or not these variables are measuring the
same effect even though the simple correlation coefficient, =-0.370, is
well beldw the cut-off of TABLE 4.1. For this reason, the variable 0 was
dropped from the model.

Empirical Results: Regression Analvsis

In this section we present the regression estimates of the simultaneous-
equation model of job search, formed by equation (38)-(41) of the last
chapter. Unless otherwise indicated the estimation technique was two-stage
least squares. In addition, the effect of race on the intercepts and
slope is measured using the analysis of covariance method described
above. TABLE 4.2 shows regression estimates for Q, the supply wage of
the unemployed individual. Since the race variable, R, is not significant
-.06 is the common intercept for both whites and blacks. For other variables
we find support for several of the hypotheses suggested in TABLE 3.2,
Specifically, time spent searching has a negative effect on the final
supply wage (a; < 0). This follows the earlier work by Kasper, Sobel,
and Holt, but differs éharply in one respect.

Kasper found the negative effect of search duration on the individuals'
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TABLE 4.2 W, THE SUPTLY WAGE EQUATION

(1) (2) (3)
Variables Partial Regression Partial Regression
in_Equation Coefficient t-Value Eatimates Adjusted
For Race
White Black
Constant Term -.061 (.11) -.061 -.134
R, Race -.073 (1.00)
3 Numbers Weeks Job -.005 (.85)
Search
P%, Length Next Job .002 (2.24)%*
A, Age .062 (2.58)***
E, Education .047 (1.89)*
L, Informal training .001 « a7
W, Hourly pay last job .173 (5.42) %kik
AlF’ Financial Risk .018 ( .56)
Index
A P, Physical Risk Index .007 ( .25)
Ay, Interview Anxiety .094 (3.02)%%*
Sy, if State Employment -.087 (1.10) -.087 -.021
Agency
S1 X Race .066 ( .58)
H, Wage Discrepancy 511 (7 .09) %%%k
Score

T, 1if Travel Problem -.065 (1.16)

—— e

Stars beside the t-value indicate statistical significance at the
probability level as:

*kick 001

*k 01
** .05
* .1

Meau of the dependent term, W, is §$1.97
The coefficlent of determination found when estimating by ordinary least
squares was RZ = .37. '

Note: The terms in col. (3) are in keeping with the dummy varieble method
developed by Gujarati and e}plained in the text. The interpretation is
that the effect of race on W operates both as an additive as well as a
multip+icative parameter. Where no value appears in (3), the meaning

is that tin estimated coefficient is that of column (1).
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asking wages to be statistically significant. We believe Kasper correct
fn his hasic hypothesis regarding the relationship between these variables
yet improper model specification rendered his results questionable.

Once we climinate the cffects of age, education, attitudinal measures,
and other predetermined variables as per their interaction with Z, the
duration of search, we achievé consistent estimators of the supply wage
equation. Consider TABLE 4.2.1 which presents estimation of the supply
wage equation using the method of ordinary squares. Contrast the
t-ratio of 3 in TABLE 4.2.1 with that of TABLE 4.2. The former
statistic is greater and follows the estimation procedure of Kasper.
Ordinary least squeres was used by Kasper to estimate a simple model
involving one equation and two terms, asking wage and unemployment
length. As we shall demonstrate, however, job search behavior is much
more complex than Kasper supgested., Given the simultaneity of job
search decisions, the proper statistical estimation method allows and
corrects for interactions between endogendus variables.

For instance, the length of time on the next job, P*, is an endogenous
variable ILn the job s-arch model. TaBLE 4.  shows that for a 10-week
increase in expected work length, the indii- ual's supply wage is greater
by 2 cents per hour. Furthermore, the t~ratio greater tham 2.00 supports
a fundamental hypothesis of this study: proper specification of a job
seérch model shouid be a simultaneous-equation model to allow for the
interactions between key variables involving the costs and benefits of
job selecﬁions.

Again consider the entries in TABLE 4.2.

The effect of age, education, and informal training on ﬁ all havé the

algebraic sign expected in TABLE 3.2. On thé average, a one year
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TABLE 4.2.1 Q, THE SUPPLY WAGE EQUATION
(Regression Estimates by Ordinary Least Squares)

Partial Regression

Variables in Equation Coefficient t-Value
Constant ' .078 .15

R, Race -,020 © W33

3, Number Weeks Job Search ~.006 2 .,99%%%
P*, Length Next Job .001 . 2 4b%%
A, Age : .059 2.56%%
E, Education .046 1.87*

L, Informal Training .001 . .25

W, Hourly Pay Last Job .182 5.79%%%%
Ay¥, Financial Risk Index .029 .98
AP, Physical Risk Index .004 .15

8y, Lf State Employment Agency -.092 1.16

§; X R .067 .60

H, Wage Discrepancy Score =.515 ‘ 7 G2%kEk

T, If Travel Problem -.079 1.49
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increase in a young man's age, jncreases his % by 6 cents. ’

Two variables stand out sharply as per their effect on ﬁ. The
tirst Ls W, the hourly pay the individual received on his last jub.
Results support the hypothesized positive relationship between last pay
and the final supply wage and that is, a one dollar increase in last
pay will cause a 17 cent per hour increase in Q. Yet adjustments do
occur in the present supply wage. Comparison of the arithmetic means
for W and ﬁ reveals a decline has transpired; the average pay on the
last job was $2.35, whereas the average supply wage i; $1.9?. Some of
this adjustment is picked up by the measure of H, the wage discrepancy
score.,

Ideall, the effect of the wage discrepancy score on W would have
been measured using time series data to estimate the relationship

indicated as:

A A
(51) Wt+1=f[tHﬂt = f K}spir;d wage -W:]t

That is the indi?idua] sets anaspired wage and a minimum acceptance
wage. DBoth wage rates are subjective and adjust over time. What we
are suggesting is that differences between aspirations and realistic
expectations at time t ccntribute to a higher or lower level supply
wage at time t+l. Unfortunately the sample design did not permit

exact estimation of this relationship.- Rather the cross-section survey
data allowed only an approximation of equation (51) using the same
period, t, for both ﬁ and H. Nonetheless, we do find stroﬁg support
for the hypothesis that the relative difference between aspirations and
supply wage dbes cause a lower supply wage. Notice the partial regression
coefficient of H in Table 4.2. A one percent increase in wage dis-

crepancy score causes a 51 cent drop in the individual's supply wage.

Q ( This result is sﬁpported by a t-ratio of 7.09.
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As per the attitudinal variable, the risk measures have the expected
sign but their t-ratios are too small to infer that the true populétion
coefficients are different from zero. 1In TABLE 3.2 we hypothesized
that interview anxiety would have a negative effect on W. The regression
coefficient of TABLE 4.1 shows that the effuc. is just the opposite as
that expected. The greater the interview anxiety score the greater the
final supply wage %. Further research is needed to examine the influence
of olher variables in determining the interview anxiety score. Yet,
the finding of this study that job interview anxiety influences final
supply wage further supports the work of Sheppard and Belitsky who
originally related interview anxiety to job search behavior.’

The search variable Slg was measured as a dummy variable equal to 1
if the last job was found through the state employment agency, and equal
to 0 otherwise. Admittedly, this measure was an imperfect proxy for the
formal hypothesis which referred to how the new job will be found.
Results éupport the negative hypothesis (a10 ¢ 0). The results, however,
suggest the effect of race may interact with use of the state employment
agency. Finding a job through such an office raises one's supply wage
uniess one is black.

Transportation problems have the expected sign (ajo < 0). Those re-
stricted to walking or riding a bus are less able to seek out as many
job obenings as those with private means of transportation. The re-
.stricted sample size of jobs thus lowers the expected wage from job
search.

We next consider the determinants of the cost of search per week.
TABLE 4.3 presents regression estimates. Several variables have
t-ratios greater than 2 and support the hypotheses listed in TABLE 3.3.

Specifically, a one week increase in search time causes search costs
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to rise on the average by $10.50. Furthermore, since Z is an endogenous
variable in the search model, the simultaneity argument is again
supported.

Restricting discussion to. those coefficients whose t-values are
nearly 2.00, we sce a difference between black and white youth as per
the effect of two variables, Y andrR, on C, the cost of search. 1In the
first case, we see that white youth have lower search costs the greater
Y; whereas black youth with higher non-work income sources also have
higher search costs. As indicated in #9 TABLE 3.3, perhaps the black
youth feel the financial security justifies greater search effort, while
greater Y acts as disincentive to his white counterpart. A second racial
difference ig that for youth expected to find their next job through
the state employment service. For white youth in this category, scarch
costs are greater by $67 .87 per week. It appears white youthrtravel
more and may have been less apt to have quit their last job. TABLE A.7
and A.8 in the Appendix support this idea in that they reveal more
whites have cars and were.more apt to have quit their last job. For
black youth expecting to find next job by Sj search costs are reduced
by more than $14.00 per week. Thus the state employment office appears to
be providing relatively greater service to black youth which on equity
grounds is probably necessary.

Another search technique S,,direct application has the expected
positive effect on the cost of search. Other variables such as age,
and travel problems have the expected algebraic signs but low t-values
preclude éeneralization. The coefficient of the dummy for race is
negative but its statistical sighificance is too low to say that blacks

and whites have different intercept figures. Thus, the common intercept
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TABLE 4.3 C, THE COST OF SEARCH EQUATION

(D (2) (3)
Regression Racially Different
Terms in Equation Coefficient t-Value Regression Coefficients
White Black

Constant Term 201.73 (1.50) 201.7 161.2
R, Race -40.50 (1.57)
Z, Number Weeks Job 16.51 (3.78) %k

Search ‘
A, Age -11.35 (1.62)
Y, Non-Work Income - .07 {(.62) -,07 .30
Y XR .37 (1.98)**
V, Assets ' SRS § | (1.30)
AF, Financial Risk Index -1.26 (.14)
A1P, Physical Risk Index ~7.03 (.81
§;, if State Employment  67.87 (2.59)*xk 67,87 -14.28

Agency
§{ X R -82.15 (2.35)%*
So, if Direct Applica~ 42,57 (2.31)%*

tion
85, if Friends or 10.75 (.71)

Relatives
J. Extensiveness of Job

Search per Week ~1.42 (.74) ~1.42 79.37
JXR ~7.95 (1.43)
T, if Travel Problem -25.72 (1.54)

Asterisks indicate t-values that are statistically-

significant at probability level *kkk 001
*%% 01
** 05
* .1

Mean ol depeandent variable, C is $50.86

Coefficient of determination for OLS estimate, R2 = ,10
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for both groups is 201.17.

The duration of job search, Z, is a factor that has received wide
theoretical and empirical attention. As mentioned earlier, the nature
of the éample design in this study probably underestimates this figure

albeit black/white comparisons should not be affected. The attention

‘given 3 in past research is supported in this study; as revealed here,

the time spent in job searéh is the key endogenous variable which links
togetier the various aspects of the job search model. This time-of-
search measure is affectad, in turn, by several other variables such

as age, number pf dependents, risk attitude, etc., as revealed in
TABLE 4.4.

Unfortunately, most of the regression coefficients have rather low
t-rativs, which means we really cannot infer whether the algebraic signs
of the regression coefficients are indicative of the signs of the
population paraméters. There are, however, three exceptions. In TABLE
3.4, we expressed belief that asset wealth would enable the substitution
of more leisure in place of work. Results show otherwise. The explana-
tion may lie with the definition of assets. Car values were included in
asset measures.

As the sign of t implies, those having a car have sharter search
durations. Hence, the negative sign for the coefficient of_V.

Risk attitude is a second measure that emerges as an important deter-
minant of search duration. As shown in TABLE 4.4, a one percent increase
in the physical risk index causes the duration of search to increase by
nearly one and one-quarter weeks., The positive sign supports the
hypotkesis of TABLE 3.4,

The third variable with a high t-Value is the measure J, tﬁe exten-

siveness of job search.. How many firms did you personally contact this
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TABLE 4.4 B, THE NUMBER OF WEEKS OF JOB SEARCH

Regression . Racially Different
Terms in Equation Coefficient t-Value Regression Coefficients
Constant Term -21.82 1,79% -21.82 -19.17
R, Race 3.62 1.38
1, The Supply Wage 4.52 1.22
" P*, Length Next Job -.02 77
A, Age .87 1.33
B, Number of Dependents -.05 .86 -.05 -1.79
BXR -1.74 1.24
Y, Non-Work Income 00 .36 - .00 -.02
YXR -.02 : .96
V, Assets 4 -.01 -1.88%
AyF, Financial Risk Index .61 .77
AP, Physical Risk Index 1.24 1.74%
A3, Achievement Value .24 .29
Index ‘ _
J, Extensiveness of Job .19 1.01 .19 : 1.22
Search per Week
JXR | 1.03 2. 60%*k*
H, Wage Discrepancy Score -1.08 42
T, If Travel Problems 2.44 1.59
Q, if Quit Last Job 1.92 1.06 1.92 4.43
G XR 2.51 .96

Asterisks indicate t-values that are statistically

significant at probability level. *kkk 001
- *k%k 01

** .05
* .1

Meen of Dependent variable, & is 6.76 weeks
Coetfficient of determination for_QLS estimate is .21
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wuak? The table reveals a racial difference as per the effect of J on
the length of job search. The evidence suggests that both black and
white youth who contact more firms per week search longer, and that‘
this effect is more pronopnced for blacks than for whites. Caution
should be exercised in interpreting this unusual result since the
sample inéluded only those who were unemployed and the data was
vollected at a single moment in time.

The last equation in the search model concerns the length of time
the individual expects to remain on the next job,P*, Of the four equa-
Lions tested, this one most clearly reveals a difference between black
and white youth. ©Notice the intercept values in TABLE 4.5. Following
the Gujarati technique, since the race variable has a high t-ratio, the

ceterls paribus implication is that whites will work 46 wgeks, blacks

{07 weeks.

The longer the duration of search the shorter the expected work
duration. The direction of ths effect is the opposite of that predicted
in TAELE 3.5. Perhaps a type of "discouraged worker™ phenomenon occurs
as job search lengthers. 1In this case, however, the adjustment response
to not finding a job may e to lower one's expectations regarding the
relative permanance of the next job. At some point, the man seeking
full-time work may take whateyer he can get, even if this means jAbs of
very short duration.

Other coefficients, in whose algebraic sign we may rely because of a
high t-ratio, include the coefficients for J and N. The greater the
extensiveness of job search, the longer the individual expects to remain
on his next job. This effect 1s reversed in sign for blacks, yet the low
t-value of the coefficient for J X R does not allow us to infer that, in.

fact, true population differences exist between whites and blacks as pér
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TABL:S 4.5 P*, LENGTH NEXT JOB

Regression Racially Different
Terms In_Equation Coefficient t-Value Regression Coefficients
White Black
Constant Term . 4.10 ( .53) 46.10 106.89
R, Race 60.79 (4.09) %ok
G, Supply Wage 8.5 ( .54)
&, Number Weeks, Job -1.35 (1.06)
Search
A, Age - .71 ( .17)
E, Education -2.72 ( .62)
A|F, Financial Risk . 6,96 (1.41)
Index
AP, Physical Risk - .84 ( .17)
Index
A3, Achievement Value
Index 7.60 (1.51)
J, Extensiveness of Job 2.34 (2.21)%* 2.34 - .5¢€
Search per Week "
JXR -2.90 (1.04)
N, Weeks Worked Last Job 1.06 (4.62)%%%x%x 1 06 .13
NXR - .93 (2.45) %%
B, Number Dependents .58 ( .10)
BXR 7.66 (1.00)

Asteriagks indicate t-values that are statistically-
significant at probability level *xk% 001
*kk 01

*% .05
* 1
Mean of the dependent variable, P*, is 59.89 weeks

Cocfficient of determigation for OLS estimate, R2 = ,15
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the effect of J on P*.

Finally, as expected, the longer the duration of the last job in
wenks, the more weeks the individual expects to remain on his next job.
This effect 19 positive for both whites and blacks alike, although the
effect i& much stronger for whites.

Empirical Results: Cost-Benefit Analysis

In Chapter Three, equation (37) defined § as the net wealth from job
search, or the difference between the flows of search costs and search
benefits over time. 1In this section we present and compare estimates of
§ for black and white youth. Several steps were involved in building
the wealth estimates. First, separate regression estimates were made
for black and white youth for the four equations of the job search
model. Next, we found solution values by race.for each of the endogenous
variables of the search model, nahely %, C, 2, and P*¥. Finally, the
race-specific golution values were used in equation (37) to compute
estimates of @ by race.

For expository purposes we repeat equation (37)

P* . 3
! w )

¢ = § - 2 . Ct(l + r)t
t=2 (1+r)t t=1

Next, we present in tabular form the regression estimates for each
equatior by race. In each case the estimation technique was two-stage
least squares, Although the form of the tables might cause one to com-
pare coefficients between blacks and whites, it should be stressed that
such comparisons are only suggestive, since the pooled sample regressions
of the previous section tested for t?e difference between coefficients

by race. Nonetheless, we do include t-ratios in the tables since the
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A
TABLE 4.6 _W, THE WAGE EQUATION BY RACE

WHITE YOUTH BLACK YOUTH
Regression t-Ratio  Regression t -Ratio
Term in Equation Coefficient Coefficient
Constant 120 ( .15) .053 ( .05
4, Number of Weeks Job
Search -.006 ( .37) -.001 ( .11)
P*, Length Next Job .001 ( .84) .606 (2.06) %
A, Age .060 (1.77)%* .034 ( .70)
E, Education .040 (1.25) .055 (1.04)
L, Informal Training .005 ( .64) -.007 ¢ .77)
W, Hourly Pay last Job .193 (4.96) **x% 100 (1.34)
AjF, Financial Risk Index .012 ( .31) -.027 ( .33)
AP, Physical Risk Index. .001 ( .03)  -.005 ( .08)
Ay, Interview Anxiety .084 (1.96)** .124 (2.04)**
Sy, if State Employment Agency
-.095 (1.17) -.016 ( .15)
T, If Travel Problems ~.030 - ( .38) -.082 . ( .70)
H, Wage Discrepancy Score ~.619 (5.02) *¥%#k -, 297 (-1.96)
R2 for OLS = .38 R2 for OLS = .39
N = 142 N = 139
Mean of W = 2.00 Mean of W = 1.93

Asterisks indicate t-values that are statistically-
significant at probability level

Kk 001
*kk 01
*% .05
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TABLE 4.7 C, THE COST OF SEARCH BY RACE

WHITE YOUTH BLACK YOUTH

Regression Regression

Coefficient t-Ratio Coefficient  tRatio

Constant -35.43 ( .20) 266.26 (1.49)
2, Number of Weeks Job
Search 17.33 (2.85) *%* 6.29 - (2.63)*%*
A, Age - 1.17 ( .13) -15.19 (1.63)%
Y, Non-Work Income - .07 ( .70) .19 (1.61)
V, Assets _ .16 (1.00) .08 o (.94)
A\F, Financial Risk Index 5.83 { .54) 1.83 (.14
AyP, Physical Risk Index -20.22 (1.64)* 2.24 (.20)
S1, 1f State Employment
Agency 72.38 (2.65)%*k* -2.86 (.11)
S,, L€ Direct Application 38.75 (1.65)* 43.88 (1.81)%
53, if Friends or
" Relatives 13.26 ( .66) 13.73 ( .69)
J, Extenslveness of Job
Search per Week -2.82 (1.42) -3.84 ( .75)
T, if Travel Problem -6.44 ( .30) ~34.03 (1.54)

Asterisks indicate t-values that are statistically-

significant at probability level, *kkk 001
*kk 01
*% .05
* .1
2 2
R for OLS = .14 R® for OLS = .11
N = 142 N = 130
Mcan of C = $58.08 Mean of C = $43.48
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TABLE 4.8 3, DURATION OF JOB SEARCH BY RACE

WHITE YOUTH BLACK YOUTH
Regression t-R%tio Regression t-Ratio

Terms in Equation Coefficient Coefficient
Constant - .350 04 -35.400 1.16
. .
W, Supply Wage 2,170 .82 6.527 .67
P*, Length Next Job - ,002 11 - .140 1.33
A, Age .022 .03 2,107 1.46
B, Number of Dependents -.092 .17 - 1.060 .61
Y, Non-Work Income .003 .55 - .ul5 .73
V, Assets -.015 (1.83)* - ,011 .92
AlF, financial Risk

Index -.380 .61 3.230 ‘1,28
AP, Physical Risk

Index 1.189 (1.98)** 1.880 1.11
A3, tchievement Value In- ~,123 .17 1.450 .67

dex
J. Extensiveness of Job

Search per Weex 174 (1.68)* .835 . 1.28
H, Wage Discrepancy Score -.854 ( .33) 3.912 .66

- T, if Travel Problems .282 (.2D) 2.362 .53

Q, 1if Quit Last Job 1.779 (1.64)* 4,662 1.44

Asterisks indicate t-values that are statistically-

significant at probability level. k% 001
: %k 01
** .05
* .1
R? for OLS = .12 R% for OLS = .22
N = 142 N = 139
= 4.59 Mean of 2 = 8.98

Mean of %
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TABLE 4.9 ©P*, THE LENGTH NEXT JOB SEARCH BY RACE

WHITE YOUTH BLACK YOUTH
Regression Regression
Terms in Equation Coefficient t-Ratio Coefficient t-Ratio
Congtant 194.5 (2.29)*% 10.17 ( .07
W, Supply Wage - 38.71 (2.81) %k 53.96 (2.05)
2, Number of Weeks Job ,
Search - .72 { .35) -1.20 ( .89
A, Age 3.46 ( .88) .81 ( .11)
E, Education - 3.13 ( .79 - 4.30 ( .53)
A|F, Financial Risk
Index - 3.99 ( .86) 15.36 (1.74)
AP, Physical Risk
Index - 6.66 (1.28) 4.37 ( .53)
A3, Achievement Value
Index 5.46 (1.09)
J, Extensiveness of Job :
Search per Week 2.33 (2.89) %% - .94 ( .31
N, Weeks Worked Last Job 1.16 (7.21) .11 ( .31)
B, Number Dependents 1.57 ( .40) 3.72 ( .54)

Asterisks indicate t-values that are statistically-
significant at probability level.

*kkk 001
*xk 01
** .05
* .1
R for OLS = .33 RZ for OLS = .15
N = 142 N = 1.39

Mean of P* 49,11 Mean of P* = 70.9
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analysis does offer insights as to determinaﬁts of job search behavior
within each race.

Consider the entries in TABLE 4.6. To solve for the solution value
of Q in gquation (37) for whites we used the regression coefficients
listed in TABLE 4.6 as weights and summed fhe terms in the equation.
For example, Q for whites was estimated as $2.01 per hour as follows:

(52) W

12 + /~,006 x 8_/ + /.001 x P* 7 + /.060 x A_/
+ /7040 x B + /001 x L7 4/ .193 xW_]
+ /012 x AJF_7 + /001 x AP 7 + [.084 x A, [

+ /=.095 x $; 7+ [~.619 x H7 + [-.030 x T_/

A similar estimate of W was made for black youth and the same procedure
followed by race for the remaining terms, C, 8 , and P*¥, TABLE 4.10
presents these solution values,

TABLE 4.10 SOLUTION VALUES TO DEPENDENT TERMS IN
JOB SEARCH MODEL BY RACE

Overall White Black
Endogenous Term Average Youth Youth
@, Supply Wage $ 1.97 $ 2.01 $ 1.92
C, Cost of Job Search
per Week 50.86 58.13 43.46
2, Number of Weeks Job |
Search A 6.76 4.60 8.97
P*, Length Next Job in
Weeks 59.89 49,09 70.90

Notice that black youth have lower unit search costs than white youth,
A sharp distinction between biack and white youth is in the time es-
timated to remain on the next job. Sampling biases may have affected
the respondent's answer to the question, "How long do you expect his

job to last?" That is, being interviewed in a state employment office,
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although being assured that his participation in this study in no way
affected his job seeking success through that office, may have prompted
the client to answer in terms of "How long would you like for your next
job to last?", or for the respondent to give a high figure, thinking
the real question to be, "Are you really looking for a permanent job?"
Nonetheless, the 49 and 71 week figures may be taken as upper limits to
the benefit streams accruing to investment in job search. To adjust
this fugure downward, we also provide private wealth estimates using
time-on-the-last-job as the relevant future-job time horizon. The true
solution probabiy lies somewhere between these limits.

TABLE 4.11 offers estimates as to the private wealth from investment
in job gsearch. As mentioned earlier, the figures were derived by in-
serting solution values to the job search model into the algorithm
presented in equation (37). Of course, any solution in discounted
present value term will be quite sensitive to the discount rate used
in the computation. For this study, we selected annual rates of 16 per-

cent for whites and 22 percent for blackszo.

The figures are those
found by Giora Hanoch and estimate the incremental internal rate of
return to completion of the 12 years of high school by northern whites
and northern blacks.

TABLE 4.11 TOTAL PFIVATE BENEFITS FROM INVESTMENT
IN JOB SEARCH

WHITE YOUTH BLACK YOUTH
Upper Lower Upper Lower
Limit Limit Limit Limit
Total Wealth in Dis-
counted Present Value $3365.34 $1415.93 $4306.98 $1000.22
Terms
Discounted Wage Stream 3658.62 1709.21 4706 .42 1399.67
Accumulated Search ~  293.27 293 .27 399.44 399 .44
Costs
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As shown in TABLE 4.]11, the question as to which group derives the
greater benefits from job search depends on whether one considers the
upper or lower time limit. In other words, the issue cannot be unam-
biguously determined. As per the accumulated cost of job search, black
youth have lower per unit costs but since they search longer, this total
search cost exceeds total search costs for white youth.

In the next charter, we summarize the results of this study and offer
a few suggestions as to what policy implications can be derived from

these results.
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2. Op.Cit., Walters.

3. Mollie Orshansky, "Shape of Poverty in 1966," in Perspective on
~Poverty and Income Distribution. James G. Scoville (ed.) (Heath
& Co,, Lexington, Mass., 1971), pp. 74-88. The article is a reprint
with some omissions from an article originally appearing in the
Social Security Bulletin, Vol. 31, March 1968, pp. 3-32.
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Hopkins Press, 1966).
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Factor Analysis,' Journal of Conflict Resolution, Volume XI, No. 4,
1967. '

9. Jae-on Kim and Norman Nie, "Factor Analysis" in Statistical Package for
the Social Sciences by Norman Nie, Dale H. Bent, C. Hadlai Hull
(McGraw-Hill, Inc.: New York, 1970) pp. 208-244.

10. Y¥or example, Op.Cit., Sheppard and Belitsky, and David W. Stevens,
Suppiemental Labor Market Information As a Means to Increase the
Effectiveness of Job-Search Activity (Institute for Résearch on
Human Resources: Pennsylvania State University, 1968).
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15. lbid. p. 446.
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Linear Regressions," Econometrica, Vol. 28, 1960, pp. 591-605.
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Between Scte of Coefficients in Linear Regressions: A note"
The American Statistician, February, 1970, pp. 50-52.
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Coefficicuts in Linear Regressions: .A Generalization'" The Americaun
Stati:tician, December, 1970, pp. 18-27.
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Hill Co., 1972), pp. 159-160.

19. &sce R. Frisch, Statistical Confluence Analysis by Mcans of Complete
Repression Syseems, University Economics Institute, Oslo, 1934.
Also, D. E. Farrar aud R. R. Glaubex, "Multicollinearity in Regression
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Vol. 4%. pp. 92-107, 1967. Also Op.Cit., Christ, pp. 389--390.

20. Giora Henoch, "An Economic Analysis of Earnings and Schooling', Journ:l
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CHAPTER V CONCLUSION

Four important points emerge from this study; the first concerns
the different methqu white and black youth use to find jobs.

The analysis of early job search literature consisted of drawing
influences from tables on method of job search. Studies were distin-
guished by whether they divided such tables by characteristics like
sex, age, education, occupation, level of unemployment, and in the case
of Sheppard and Belitsky, attitudinal measures.l TABLE 5.1 presents
such a table for this study. One clear finding is that black youth rely
more on the state employment service to find jqbs than do white youth.
Further empirical results of this study provide clues as to why such

differential behavior exists.

TABLE 5.1 How Last Job Found

White Youth Black Youth
N = 142 N = 139
Absolute Relative Absolute Relative
Frequency Frequency Frequency Frequency
State Employment Service 13 9.2 26 18.8
Direct Application 34 23.9 27 19.6
Friends and Relatives 77 54,2 68 49.3

Others 18 12.7 17 12.3
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Black youth are less likely to have cars than their white counter-
parts. This restricts their coverage of a local labor market to firms
they can reach oﬁ foot, by public transportation, or through a public
intermediary, like the state employment office., Blacks rely on the
latter source for information even though such reliance may force them
to take allower wage as indicated in TABLE 5.2. Furthermore, lack of
private transportation by blacks causes their cost of search per week
to be less than that for whites. The solution values to equation (39)
reveal that the per week search-costs for whites is $58. vs. $44. for
blacks. However; because of differences in search length, 4.6 weeks

for whites vs. 8.9 weeks for blacks, total search costs, defined as the

product of search cost per week and weeks of search, are greater for

blacks than for whites. This differential in total search costs

probably bears on the differences in labor force participation rates
for whites and blacks.2 1t may also account for blacks accepting jobs
which they really don't want to keep but accept because of high search
costs, as supported by national data which show black quit rates above
whites.?

A second important finding concerns the theoretical job search models.
Beginning with Stigler's seminal articles on the theory of job search, a
good deal of effort has gone into development of a general model of job
search. A common theme in these efforts has been to view the job searcher
as sampling from a distrihution of wage offers. For example, we have
Stigler's sample of Qﬁ‘University of Chicago MBA's who in 1960/61 cooly
selected from an average of more than 3 offers each.h In the present
study, however, results indicate that young, urban males in Indianapolis
in 1971 did not have the same advantage as Chicago MBA's. The Iﬁdiana—

polis group were more likely to accept the first offer they received.
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TABLE 5.2 DIFFERENCE OF MEANS TESTS BEIWEEN SOLUTION VALUES
TO SIMULTANEOUS-EQUATION MODEL OF JOB SEARCH

Number Standard 2-Tail
Variable of Cases Mean Deviation Value Probability
W, Supply Wage
per Hour
White Youth 142 2.01 0.305 1.71 0.088
Black Youth 139 1.92 . 0.541
C, Cost of Search
per Week
White Youth 142 58.13 108.860 1.26 0.208
Black Youth 139 43,46 84.546
X, Length Search
in Weeks
White Youth 142 4.60 - 2.402 4.22 0.000
Black Youth 139 8.98 11.996
P¥  Length Next Job
in Weeks
White Youth 142 49 .09 35.629 4.75 0.000

Black Youth 139 70.90 41.080
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For example, each of the 281 youth in this study had at least one job
in the period 11/69 - 11/71. That is, tﬁey had at least 281 offers.
TABLE 5.3 gives a frequency distribution for the number of other offers -
the yout! received while searching for their last job. The data reveal
that nearly 9 out of 10 white and black youth accepted their first offer.
The implication of this finding for subsequent research is that differ-~
ential wealth-maximizing rules might be applicable to different groups
in the labor market. Older, white-collar workers may, in fact, be free
to select one best offer among several. The results of this study,
however, are that unemployed young men in Indianapolis do not select
jous in this manner. Hence, perhaps particular i1odels are needed for

explaining job search behavior of particular labor market sub-groups.

TABLE 5.3 NUMBER OF OTHER OFFERS

Number of Absolute Relative  Absolute Relative
Other Offers Rgguencx Frequency Frequency Frequency

0 . 125 ‘ 88.0 125 89.9

1 12 8.5 . 9 6.5

2 | 2 1.4 3 2.2

3 : ' 1 0.7 1 0.7

4 0 ' 0.0 1 0.7

5 1 0.7 0 0.0

9 1 0.7 1 0.7
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A third result of Ehis study, like the second point, has implications
for theorctical job search analysis. Following Stigler's lead, writers
like Alchlan, Mortenson, and others have used job search models to
explain cyclical macroeconomic unemployment changess. Their reasoning
goes somewhat as follows: after a fall in aggregate demand, the
derived demand for labor falls, and there is a rise in real wages rates
and a fall in employmént. Wage expectations play a crucial role in in-
creasing unemployment. Workers who are accustomed to receiving their
"usual"” or "normal' money wage are réluctant to accept a new, lower
money wage in proportion to the new, lower product price. The reason
is they believe the lower money wage to be particular to them and not
to the general population. Hence'they guit to search for other employ-
ment, Failure to make adequate downward adjustments in their money
supply wage prolongs their search unemployment period. Presumably,
better informed workers and/or workers making greater expenditures in
looking for jobs will have different supply wage/search length adjust-
ments than will job searchers with poor information and lower search
costs. Nonetheless, following a fall in aggregate demand an adjustment
period, or recognition lag, will occur due to imperfect information and
this lag will raise unemployment accordingly. What evidence does the pre-
sent study bring to light on this unemployment theory?

This study found the slower the decay rate in supply wage the longer
the duration of search. Furthermore, black youth had longer search
durations than their white counterparts. There are two factors which
may have been responsible for this: racial differences in wage adjust-
ments and in search costs. First TABLE 4.6 shows the supply wage of

unemployed whites declined much faster than for blacks. Perhaps the
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white youths had better or more realistic labor market information
through better informal contacts. Secondly, white gsearch costs per
week exceeded that of blacks., Perhaps spending more money in looking
for work induced whites to make faster wage adjustments. Black youths
with lower weekly search costs may no: have felt compelled to make the
downward wage adjustments as readily as white youths, hence the differ-
ential search length between white and black youth. The main point
is that this study reveals some support for a microeconomic theory of
unemployment based on individual wage expectations and job search costs.

A fourth and final result concerns the behavioral model of job
search used in this study. In the past, empirical research on job search
has focused attention on single~equation models which include economic
and demographic data. This study fitted similar data as well as attitu-
dinaldata including risk attitude into a simultaneous-equation model.

A strong implication of this study is that job search behavior involves
the simultanecus consideration of the supply wage, the time on the

next job, and the length and cost of looking for a job. Support for
this contention arises from the theoretical model of job search and the
empirical results revealed in the regression analysis. The entries in
Figure 5,1 show the four endogenous variables of the search model together
with partial regression coefficients and their t-ratios in parenthesis.
Studies by Kasper, Holt, and Stevens have stressed the link between the
supply wage, W, and the %ength of seecch, Z. Notice, however, that this
study sugpests that an intervening variable, time on the next job, pro-
vides an indirect link between the time spent searching and the supply

wage.
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Figure 5.1 Interrelationships Between Endogenous
Variables In the Job Search Model

Fa)
W
=
\\\\\ A
“ . Where: W = Supply wage
/r A Z = Duration of
\\\\ .002 Unemployed
(2.24)%* Job Search
.5 in Weeks
C = Cost per
4.52 -.005 \\\\\\\ Week Job
(1.22) (.85) Search
~.020 P*¥= Time on
| < (. 77) Next Job
3 P
e e > Asterisks indicate t-
~1.35 values that are statis-
(1.06) tically significant at
probability level.
10.51 *k%k .01
. Fedede *% 05
a/ (3.78) 2

Future job-search studies should seek to compare the differential
search behavior between different labor market sub groups: employed vs.
unemployed searchers, blue-collar vs. white collar workers, etc. In
addition, such analysis should attempt to collect micfo-economic data
over time so as to explicitly allow for dynamic behavioral adjustments,
Finally, further work is needed in developing broader behavioral models
of job search. The simultaneous-model presented here is a step in that
direction,

Poliqy implications arising from this study are limited by the data
base which included 360 soung men from Indianapolis who were unemployed
and seeking jobs in state unemployment offices in October, 1971. None-

theless certain suggestions can be made,
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Differaential job search costs between white and black
youth were found in this study. Search costs were
defined as the sum of foregone income, travel costs,

and miscellaneous expenses. Hence, part of the differ-
cnce in weekly search costs can be explained by refer-
ence to TABLES A.7 and A.8 in the Appendix. These

tables, respectively, show whites to be more likely to
have quit their last job and more likely to have a car.
Both reasons cause their weekly search costs to be

greater than tlacks., Yet blacks search longer and they
have larger total search costs. Whether white search
length is shorter thau blacks because of these greater weekly
search costs is an issue that was suggested, but one

that needs further research. For now, if a policy goal is
to reduce total black search costs, then measures to
shorten the length of search for blacks and to provide
travel assistance and job information are needed.

Attitudinal variables were found to affect job search
behavior. Specifically, more Interview anxiety caused

a greater supply wage and greater risk attitude con-
tributed to longer search length. The point is that

in this study, attitudinal measures affected labor market
behavior. The implication is that public employment
agencies should begin to develop such measures so as to
better assist unemployed clients seeking jobs.

It appears Lhe basic cause of youth unemployment is tied

to a mixture of aggregate demand and structural deficiencies.
Most youth took the first job offer; hence, one could

reduce youth unemployment by stimulating the economy and
extending to youth more job offers. Yet, at the same time,
there is the suggestion that black unemployment is greater
than whites because the rate of decline in the black supply
wage is below that of whites. Thus an added policy implica-
tion is counseling youth, especially black youth, to more '
readily adjust downward their wage demands.
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FOOTNOTES CHAPTER V

L. For a i1eview of thls literature see Chapter II, this study.
2. Natlon Participation Rates for young males are given as follows:

MALE LABOR FURCE PARTICIPATION RATES (annual averages)

White
1960 1970
16 to 19 years 58.8% 59.0%
20 Lo 24 years 89.1% 85.5%
Black
l6 to 1Y years 56.8% 47 .6%
20 to 24 years 87.8% . 82.2%

Source: UJ. S. Manpower Report of the President, 1972,
U. §. Department of Labor, Superintendent of Documents,
U. S. Printing Office, Table E-4, p. 254

3. Scc analysis in Ralph E. Smith and Charles C. Holt, "A Job-Search
Turnover Analysis of the Black-White Unemployment Ratio," A Working
Paper, Washington, D. C., The Urban Institute,1971.

4, Georpe J. Stiglér, "Information in the Labor Market," Journal of
Political Economy, Vol. 70, No. 5, Part 2, October, 1962, p. 94.

5. For a representative collection of such analysis see Edmund S.
Phelps ct.al., Microeconomic Foundations of Employment and Inflation
Theory, (New York: W. W. Norton and Co., 1970).

6. See Chapter 11, ecspecially pp. 21-26.
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' APPENDIX A

ADDITIONAL STATISTICAL TABLES
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Hello. My name is of the Department of
Economics, Indiana University in Bloomington. I am conducting a study
of the way in which people find jobs. You have been selected as one of
the possible participants in this study. 1 would like +» ask you a
sorles of questions concerning your work expericnces and the problems
you may have had in finding a job, as well as some personal data on your
background. The answers you give me will be kept confidential since this
sludy is a statistical study.

First, 1'd like to ask you a few questions to make sure that you are
statistically eligible to be a member of the study. 1If you are eligiblie,
based on the answers to these questions, we will pay you $5.00 if you
will complete the rest of the questionnaire for us.

A. Identification

1. What is your name?
2., ‘Where do you live?

Street City State Zip

B. ' Determination of Client Eligibility

3. Ethnic origin of respondent. (By observation of person or his
BES Records only.).Omit persons of oriental background or with
Spanish surname or American Indian. White Black

4. Could you please tell us when you were born? 7 Month/
Year. {(If respondent was born between October 1, 1949, and
December 1, 1953, then go on to Question 5; otherwise, the person
is eligible.)

5. a. How many years of schooling you you completed? to
nearest year. (If the number is less than 8 or greater
than 12, then respondent is ineligible.)

b. Are you currently attending high school full time? Yes
No (1f yes, the person is enligible.)

6. Are you seeking full-time work? Yes No (If no, then the
person is ineligible)

7. Are you currently unemployed? Yes No (If no, then the
person is ineligible.)

8. We are interested in your work history over the past two years
which lasted more than two weeks in a row? , (1If the
answer is no jobs, then the person is ineligible.)

C. Education and‘Trainiqg

9. a. What is your present military status?

b. Have you ever served in the Armed Forces? Yes No (1t
no, go to Question 11). '



10,

i1,

12,

13,

14,

15.

16,

17,

a. (If answer to No. 9 18 Yes,) please give period, from
. _ to
month/year : month/year

b. Did you receive specialized training while in the Armed _
Forces? Yes No (If Yes, type ).

Have you ever participated in a federally sponsored manpower
training program such as the Job Corps, NAB-JOBS, the Neighbor-
hood . Youth Corps, (If No, go to Question 13).

a, (If Yes to No. 1l1) which program(s)

b. (If Yes) When? From to
month/year month/year

Have you ever attended training classes given by an employer
which gave you instructions for a specific job? Yes No .
(If No, go to Question 15).

a. (If Yes to No. 13) please tell me the weeks or days in
program and hours per day

b. Whar was your wage rate/hour during this training?
$/hour or none .

a. Have you ever been (or are you now) enrolled in a union
apprenticeship program? Yes No (Lf No, go to No. 16).

b, What skill were you being trained for?

¢. When were you enrolled? From to
month/year month/year

Have you ever been enrolled in a special program designed to train
you for entry into an apprenticeship program? Yes No

a. Have you had any other training in a private vocational or
vocational-technical school? Yes  No

b. If yes, what were you being trained for?

c¢. When did you take it? From to
month/year - month/year

d. How many hours/week? hrs/wk.
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We would like to ask you about each job lasting more than two ‘weeks

you've had in the last two years.

most recent job and work backwards?

18.

9.

Most
Recent

What was each job
called? That is,
what did you do?

Could you please start with the

Next Most

Recent Next Job

When did you start
this job? START

month/year

When did you leave
this job?  LEAVE

month/year month/year

month/year

What was your hourly
pay before deductions
when you began this
job?

month/year month/year

At the time you left
this job, what was
your pay per hourt?

What were the fringe
benefits of your job?
That is, for this job:

1. Did you have pension
plan?

yes/no

If yes, was it
contributory or
noncontributory?

yes/no yes/no -

con/non

If yes, what was

the employer con-
tribution per week

or month $

con/non con/non

2. Did you have heal th

insurance?
yes/no
If yes, was it

contributory or
noncontributory?

yes/no

yes/no -

con/non

con/non con/non
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Most Next Most
Recent Receni ~  Next Job
1f yes, what was
the employer contri-~
bution per week of
month? $ S $
3. Did you have supple-
mentary unemployment
benefit plan?
- yes/no yes/no yes/no
I1f yes, was it con-
tributory or noncon-
tributory?
nonfcon non/con non/con

If yes, what was
the employer contri-
bution p~r week or

month? $ _$ $

20. On the average, how
many hours per week
did you work?

21. How did you hear
about this job?

State Employment

Service?

yes/no yes/no yes/no
Direct Application?

yes/mo yes/no yes/no
Friends and Relatives?

yes/no yes/no yes/no

Other, Specify

22, What did the company
you worked for do or make?

23. Before you found this
job, how many weeks did
you have to look for
work?

24, While you looked for
this job, were you
still working at
another job?

yes/no yes/no ves/no
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Most Next Most
Recent Kecent Next Job

25, How many offers did
you receive before
accepting this par-
ticular job?

26. What is total amount
of money you spent
looking for this job?
That is,

a. How many miles did
you travel per day
in your job search?

b. What was your
method(s) of travel?

¢, Estimated travel
cost (to be filled

in later) $ $ ‘ 3

d. Did you write any
letters in searching
for work before ob-
taining this job?

e, Did you manke any .
long distance phone calls
while searching?

—

yes/no yes/no yes/no

f. If yes, what
would you estimate

as cost? §_; $ $

g. Did you have to
move to take this
job?

yes/no yes/no yes/no

‘h. Moving costs after

job was found, $ ‘ $ S

i, How much did you
spend in fees to private

placement agencies? § $ $

y

j. What other expenses
did you have in
searching for this

job? Please Specify. $ $ $
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Most Next Most
Recent Recent Next Job

Total Cost estimate
(to be filled in

later) ) $ . $ $

27. For each job, could you please give an estimate of the follow-
ing costs:

Union member?

yes/no yes/no yes/no
a. Union dues per
month? $ $ $
b. Meal costs/day or
week $ $ $

28. a. Could you tell me
how you usually
traveled to each
job? (Check the
answer) Show card

{1

(3
car pool.........
public transpor-

tation.........

taXil.eoeeeenneonn
walkeooooouoonons
other....cveeeeee.

b. How long would you
estimatc you traveled
in minutes from your
home to work?-

¢. How many miles did
you travel one-way?

29. How much did it cost
to travel one way? This
question refers to - S
price per trip given
the travel mode

stated in question 28. $§ $ $
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Most Next Most
Recent Recent Mext Job

30. Why did you leave this job? (Show card #2)
Layed off (Production temporarily
slowed down, expected

recall)

Layed off (Permanent, no
expectation of recall)

Fired

Quit voluntarily
Health reasons
Other

(If answer is ''quit" go to question.#31; otherwise, go to
question #32.)

31. 1f you quit voluntarily, why did you quit? (Show card #3)
Working conditions
Returned to training
Munagcmoﬁt |
Low wage rate

Little chance of
promotion

Distance of job from
home

Other (please explain)
E. Periods When You Were Not Working Since You Left High School. Now we

would like to ask you about those periods since you left high school
when you werec not working or did not have a job.

32. Since you left high school, were there any periods of one month
or lonper when you were not working or did not have a job?

YIS L' YES, PLEASE ANSWER QUESTIONS 33 THROUGH 39 I'OR EACH
PERIOD.

NO IF NO, GO TO QUESTION 40.
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Most Recent Next Most
Period Recent Period
33. When did this period of not
working or nut having a job
bepin and cond? From: From:
mo/yr mo/yr
To: To:
mo/ yr mo/yr

34. Why was it that you were not
working or did not have a job?

35. How much, if any, unemployment
compensation did yodu collect
cach week during this period
of time when you were not working
or did not have a job? IF NONE,
GO TO QUESTION 37. NONE OR $ / NONE OR § /

36. For how many weeks did you
collecl this? WEEKS__ - WEEKS

37. 1n what other ways (besides
unemployment compensation) did
you get help during this
period? (Show card #4)

Welfare aid

Other earners in family
(such as wife or parent)

Loans

Savings

Piled-up bills

Sold car

Veterans

Benefits

Other

38. 1If help was received from any
swurce other than unemployment
compensation, how much did it
amount to per week? [week /week




G.

39.

40 .

41.

42.

43 .

Other
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Most Recent Next Most
Period Recent Period

How many weeks did you
receive this help? weeks weeks

a. Has your family always lived in Indianapolis? Yes No

b. Where did you live before moving here?

c. When did you move here? year

What was the highest grade in school your father finished?

Who is the head of the household in which you live?

1 am Other

For the past two years, please check the items that best des-
cribe your marital status:

a. Year | (Immediate past 12 months): Married Single
Widowed Separated or Divorced_

b. Year 2 (12 months previous to Year 1): Married
Single Widowed . Separated or Divorced

(1f respondent checks "single" for both years, go to #45.)

Family Earnings

44 .

45.

50.

(1f respondent is or has been married)

How much did your wife receive from wages, salary, commissions,
or tips from all jobs, after deductions for taxes {(or take
home pay) cor after any other deductions?

1971 $ or none 1970 § or none

During the last two years (24 months) did you receive any
financial assistance from relatives, such as your parents?

a. First 12 months Yes No (if yes) How much? $
Second 12 months Yes No (if yes) How much? $

b. If yes, how much on the average per month?

First 12 months $
Second 12 months $

Did either you (or your wife, if married) receive any income
because of disability or illness such as Workmen's Compensa-
tion?
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a. Yes No If no, skip to #51.
b. How much per month? First 12 months Respondent $
Wife $
Second 12 months Respondent $
Wife §
I. Assets
51L. Concerning the house in which you now live, do you own it, or

do you rent it, or do you live with paren*ts or relatives?
a. Bought (go to #52) b. Rented (go to #53)
¢. Lives with parents or relatives (go to #53)

52. a., What would you judge is the current market value of your
house? §

b. Can you estimate how much you owe in back taxes or
mortgages on this property? §

53. Can you estimate how much money you have in savings and
checking accounts, savings and loan companies, or credit
unions? §$

54. a. Do you own any stocks, bonds, or mutual funds? Yes
No (1f no, go to #55

b; If yes, what is their approximate market value? $

55. Do you own or have investments in a farm, business, or any
real estate? ‘

a, Yes No (1f no, skip to #56)

b. If yes, what would you judge the market value of' this
property to be after paying off any debts or liabilities
on the property or business? §

56. Do you own a car(s)?

a. Yes No (If no, go to Section J)

b. What is the year and make of the car(s)?
Car 1 Year Makc Body Style

Car 2 Year Make Body Style

¢. What did you pay for the car(s)? Car 1 §
Car 2 §
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d. Do you owe any money on this car(s) Yes No How
wany payments? How mucbh is each payment per month?
. {Note:  Bluce Book values will be used to deter-
mine The markel value of the car(s).)

Joo Current Job Scarch Period

-

57. tHow many weeks have you been looking for work?

58. When did your current period of not working or not having a
job begin?

month/year
59. a. How many methods or ways of finding a job can you list?

1) Number 2) List

b. What methods of job search have you used in this period?

60. What hourly wage rate or weekly take home pay would you like
to earn on this job you are looking for? §$
hourly wage rate/weekly take home pay.

6l. What is the minimum hourly wage rate or minimum weekly take
home pay you would accept at present? §
hoiirl r/weekly (circle one)

What was the maximum hourly wage rate or minimum weekly take
home pay you would have accepted when you first became unew-
ployed? Same Other .

62. Do you expect on the average your next wage will be (check one)

above : the wage on your last job? (Identify
above the same most recent job as given in No. 19)
below

63. How long do you expect this job to last? number of

months. (Do not accept "Don't know" as an answer. Get the
respondent's best estimate.)

64. What are your current sources of support during this period of
job search? (Check all that apply) (Show card #5)

t
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None
Other carner(s) in household (such as wifc or parent)
__Unemployment compensation
__Welfarc oid '
Louans
Savings
Veteran's benefits
SUB (Supplementary unemployment benefits)
Sold car or other asset
Other (Please explain)

l

65. a. Do you limit your job search to a particular geographical
area? Yes/No (If yes, go to b.)
b. Please give the way in which you make the limit. (Please
give the answer in number of miles or minutes.)
Minutes driving to, walking to, or riding to work
Miles in radius from your house
Other (Please specify)
66. a. What is your current weekly income while seeking work?
- $ .None
b. Are you eligible for unemployment compensation? Yes
No Unkrown (If yes, go to c.,; if no, go to
No. 68.)
¢. How much of your current weekly incomec is unemployment
compensation? § or all
67. How many firms have you contacted in person while currently look-

ing for work? Please work from the present backwards in time.

4th Week or lst
Current Last Week You Became
Week Week 3rd Week Unemployed

68. Personal con-
tacts (by week
of UE period

How many firms
have you con-

tacted by
phone?

69. NDid you begln jJob gearch the Lirst day you were unemployed?
a. ,Ybs No

b. (If no} How many days after being unemployed did you begin
looking for a job?
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¢. (1f wo) Did you expect to be recalled Lo your old job?
Yes No How many weeks did you wait for them to
call you back? weeks,

70. a. Have you considered jobs outside of Indianapolis? Yes
No

b. If you were to be offered a job in another part of the
state, such as Gary, Evansville, or Ft. Wayne, what hourly
rate would you need, assuming you worked a 40 hour week?
$

71, Some people look for a certain time and take the best job they
find in that period. For others, a "desired" wage is sought
and the length of search is uncertain. For still others, some

s combination of strategies may be used. In general, which of

\j‘ the following three alternatives would you say best describes
' your approach to job search:

a. Look for a certain time, say a week or day, and take the
best offer in that period. Yes No (If yes, to to
No. 72)

b. Look for an approximate or indefinite length of time until
our desired hourly (or weekly) rate is found. Yes
O_____ (If yes, to to No. 73}

c. Other (Please specify)
(Go to No. 72 or No. 73, depending on answer)

72. How many more.weeks will you look for a job before accepting the
best offer? (Skip to No. 76)

73. 1If you cannot find a job at § per hour (same rate as
No. 61), what will you do?

i Stop looking altogether (If checked, skip to No. 76)

il Select a lower 'desired rate" (If checked, go to No. 74)
iii Other (Specify) . (If checked, skip
& to No. 76)
74. (1f 73ii is cl ecked) What is this lower rate? - $/hour.

75. (If the rate given in No. 73 differs from that given in No. 74,
ask} After how many more weeks will you change your rate from
No. 73 to that of No., 74%

76. How much money have you spent in this current job search period?
That is,

a, Miles traveled per week in job search

b. Method of travel:
(Show card No. 6)




K.

77.

78.
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car (miles)
public transportation
(miles)

taxl (miles)

walk (miles

other (please specify)
(miles)

c. Have you written any letters in seeking a job? Yes
No

d. Have you made any long distance phone calls concerning
your next job? Yes No If yes, what do you
estimate as cost? §

e, Do you expect to have to move in order to take your next
job? Yes No If yes, where
If yes, estimated moving cost §

f. How much do you expect to pay in fees to private placement
to find your next job? §

g. What other expenses do you think you will have in this
current job search period?

Please specify
Cost §

Do you'feel employers discriminate against hiring you based
on your

a. Age Yes No

b. Ethnic origin Yes No

Does this possibility of discrimination cause you to avoid
applying for work at certain firms where you feel this practice
exists? Yes No

General Labor Market Information

79.

80

What would you estimate 1is the current unemployment rate

a. Yor the Nation? % Don't know

b. For Indianapolis? % Don't know

Would you say the unemployment rate: For youth aged 18-21 is

~_above
about the same the overall unemployment rate
below for this year?
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81. Arc you looking lor the same kind of work as your last job?
Yos No

-82. a. At present, what would you say 1s the average hourly
rate (or weekly earnings) in Indianapolis for the
same kind of work as your last job? $
Don't know

b. Do you have in mind a certain kind of work you would like
to do in your next job? Yes _ (If yes, go to d.) No
(If no, skip to No. 83)

¢. Please specify the kind of work you are seeking?

d. What would you say is the average hourly rate (or weekly
earnings) for work of this type in Indianapolis? §
Don't know

L. 1Interview Anxiety, Ag

83. 1 would like you to tell me something about the way you feel
when you know you will be interviewed for a job. At that
time, do you feel: Very sure of yourself? Fairly sure
of yourself? A little sure of yourself Very unsure
of yourself?

84. Before being interviewed for a job,some people are aware of
an '"uneasy feeling.'" How about yourself? At that time, are
you: Very much aware of it? Quite aware of it? A
little bit aware of it? Not aware of it at all?

85. Before being interviewed for a job, would you say that your

heart beats: No faster than usual? Somewhat faster than
usual? Much faster than usual? Very much faster than
usual?

86. Before being interviewed for a job, how moist do the palms
of your hands become? Are they: Very moist? Fairly
moist? Just a bit moist? Not moist at all?

87. Before being interviewed for a job, do you worry: Very much?
A fair amount?____ Hardly worry? __ Not worry at all?

88. Before being interviewed for a job, do you.perspire: Very mich?
A fair amount? Just a bit? Not at all?

89. Before belng interviewed for a job, how nervous would you say
you usuvally feel? Very nervous? Fairly nervous? a bit
nervous?

90. After being interviewed for a job, how much do you worry about
the resultfs? Not at all? Just .a bit? A fair amount?
A great deal? :
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M. Achievement Values® A3

Now I'd like to get your reactions to some things that people have
different opinions on. Do you strongly agree, agree, disagree or

strongly disagree with these statements? (READ EACH ITEM AND THE

RESPONSE ALTERNATIVES) (Show card No. 7)

91. 1Imn his work, all a person should want is a secure, not-too-
difficult job with enough pay for a nice car and home.

SA A DA SDA

92. The wise person lives for today and lets tomorrow take care
of itself.
5A A DA SDA

93. When a person is born, the success he will have is in the
cards, so he may as well accept it.
SA A DA SDA

94. It is best to have a job as part of an organization all work-
ing together, even if you don't get individual credit.
SA A DA SDA

95. Don't expect too much out of life and be content with ‘what
comes your way. |

SA- A DA SDA j

/
96. Planning only makes a person unhappy since your plans’hardly
ever work out anyway.
SA A DA SDA

-
/

N. Risk Attitudews* AP, AF

Now I would like to ask a few questions about your likes and dislikes
and habits in everyday life. There are no right or wrong answers to
these questions; one answer can be just as good as some other answer.
{Show card No. *)

97. Do you like to bet with very small stakes just for the kick you
get out of gambling? Yes Cannot decide No

*#Questions appearing in Sections L and M were taken directly from:
Harold L. Sheppard and A. Harvey Belitsky, The Job Hunt, Baltimore,
Maryland: The John Hopkins Press, 1966, pp. 239-240, and p. 258.

**Questions Nos. 95-101 are adapted selections from G. H. Shure and
R. J. Meeker, "A Personality/Attitude Schedule for Use in Experimental
Bargaining Studies, The Journal of Psychology, 1967, Vol. 65, pp. 233-252,
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98. Would you like to race with stock car drivers? Yes
Cannot decide No

99. Do yUU'like'CO play games and het on your chances of
winning? Yes Cannot decide No

100. Would you like to drive a "hot rod" in a race? Yes
~ Cannot decide No

101. Do you like to bet money on athletic events? Yes
Cannot decide No

102. Would you like to be a test pilot? Yes Cannot Decide
No

103. Would you like to work as a flying trapeze acrobat in a
circus? Yes __Cannot decide No__

104. 1If 1 offered you $10 now or 515 in 10 days, which would you
prefer? §15 in 10 days Cannot decide 510 now

105. Which would you prefer, a job which paid you a lot per week but
left you with the chance of frequent unemployment or a lower
paying but steady employment job: High Pay, Frequent UE
Cannot decide Low pay, steady
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